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Purpose- This study proposes to identify the certain biases 
affecting investor decision-making and to segment investors 
accordingly. 


Design/Methodology- A quantitative research method was applied 
to measure the existence and impact of the biases on investment 
decision-making. A survey was administered among the stock 
market investors in Uttar Pradesh. Factor analysis was used to 
extract those biases that significantly impact investment decision- 
making and their mean score to assess the level of agreement that 
affects their investment decisions. 


Findings - The finding reveals that eight extracted factors affect the 
investment decisions and accordingly segment them on the biases 
they exhibit. The investors tend to fall into Imitator, Stereotypical, 
Independent Individualist, Risk Intolerant, Efficient Planner, 
Confident, Passive, and Competent Confirmer. The Imitators, 
Independent Individualists, and Confident investors show their 
higher level of agreement that highly affects their equity investment 
decision-making. 


Practical Implication- This study provides a base to segment the 
investors on their biases. In addition, it will help in customizing the 
investment recommendation based on their biases to improve the 
investment decisions. 
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Introduction 


India has come forth as an attractive investment courtyard after economic reforms. It has a large consumer 
base representing 7.2% GDP growth in 2017-18 (Economic Survey, 2018-19). Edelweiss (2010) has stated in 
his report that India has the highest household saving rate compared to other countries in the world. The most 
populous state of India, Uttar Pradesh, has achieved the third position with an 8.13% share of total GDP at 
current prices of India among other Indian states during 2016-17 (Statistics Times, 2019). Hence, it expands the 
income levels of household and domestic consumption that stabilize the country's economic growth. However, 
the financial market offers a variety of opportunities for investment and saving products with overloaded 
information. Generally, individuals are exposed to investment avenues driven by their beliefs and preferences 
due to inadequate knowledge and expertise. This situation leads to the deviation from rational decisions, and 
individuals expose to several biases. The onset of behavioral finance has proved the irrationality in the light of 
behavioral and psychological factors (Koutidis et al., 2011; Clark-Murphy and Soutar, 2004; Koutidis et al., 
2011; Sahi, 2012; Fatima & Sharma, 2019). 


The field of psychology is significant to comprehend individual investors better by explaining the irrational 
decisions in the stock market. Analyzing the investors' psychological state and overcoming their influences are 
the only means to achieve good returns in the stock market. Investor’s decisions are also affected by differences 
in their socio-demographic structure. Technological advancement has brought a significant shift in India's 
investor’s attitudes and preferences (Sahi, 2012). This shift creates obstacles for market players to cater to the 
investor’s needs and preferences. Gupta (1991) has stated that financial analysts need a good understanding of 
the investors’ behavior in managing the investment portfolio of investors. The emergence of behavioral finance 
has become the explanation of irrational behavior and suggested that individual investors have usually 
influenced by a combination of psychological factors (Jain et al., 2015; Fatima & Farhat, 2019). Behavioral 
finance literature identifies that several psychological biases are accountable for making irrational decisions 
(Chandra and Kumar, 2011; Fatima et al., 2018; Raut et al., 2018; Fatima, 2018). Hence, it is observed that 
several biases affect investment decisions. Therefore, it is worth investigating to segment inventors based on 
their psychological biases, which give insights about group-specific biases in investment decision-making. This 
study contributes to the theoretical literature of behavioral finance related to investors’ segmentation and 
demonstrates the influence of different psychological biases on their investment decision-making. 


In this study, we propose to study the investment decision-making of individual equity investors with the stated 
following objectives: 


1. To segment the investors based on the distinct biases they exhibit. 
2. To determine the level of agreement of respondents on the factor obtained that affect their investment 
decision-making. 


Motivation of the Study 

Behavioral finance helps to understand why individuals make a particular investment decision while facing stock 
market anomalies. The thoughts and behavior of individual investors affect their investing and trading activities 
as well. The stock market represents the collective actions of the need to explore the psychological biases 
influencing investment decision-making in the Indian equity market. Individual and institutional investors 
whose psychological biases may have more or less assertive based on their experiences. Therefore, the purpose 
of segmenting the equity investors is to customize theit investment portfolio. The findings of this study will 
help in identifying the different types of biases that an investor generally tend to have, which gives an idea to 
understand their irrational investment decisions. Hence, it provides the basis to understand what types of 
distinct biases exist among equity investors. 
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Literature Review 


Investors’ decision-making patterns have been a branch of interest for portfolio managers, brokers, and 
academic researchers. Investors consider purchasing only the most desirable stocks along with having many 
preferences of the stores. Odean (1999) has exerted that the selling decisions of investors have mainly based on 
their level of interest and awareness about the past performance of the stocks. The investment decisions are 
always anteceded by prediction and perception of the individuals that impact the emotional and psychological 
decisions on the stock market (Sadi et al., 2011). Usually, those investors who face the time shortage and lack 
of expertise often prefer to choose a heuristic strategy to process the information for decision-making (Ackert 
et al., 2010). The current study considers seven biases, namely, heuristics theory factors, i.e., overconfidence, 
representativeness, availability, herding, and others factor, i.e., information cascading, social influence, and risk- 
tolerance, that frequently observed in the Indian stock market. The literature supports the fact that 
psychological biases affect investment decision-making in the Indian context. 


Heuristics 

Heuristics are a rule of thumb used by investors to make decisions more easily and quickly in uncertain and 
complicated situations (Ritter, 2003). It reduces the complicacy of evaluating probabilities and predicting values 
to simpler decisions (Kahneman & Tversky, 1974). The use of heuristics sometimes leads to several biases in 
decision-making (Kahneman & Tversky, 1974; Ritter, 2003). This paper uses heuristics in order analyze the 
factors affecting the investment decision-making, namely, representativeness and availability biases (Kahneman 
& Tversky, 1974) and overconfidence (Waweru et al., 2008) and other biases such as herding (Waweru et al., 
2008), information cascading (Raut et al., 2018), social influence (Fatima et al., 2018), risk- tolerance (Grable & 
Joo, 2004). 


Representativeness 

Representativeness is an over-reliance on the stereotypes, and it helps develop misattribute about the stock and 
the past performance of a company (Shefrin & Stateman, 1985). The investors might invest based on recent 
past returns of the company in the expectation to earn a good return (De Bondt, 1993). Previous studies have 
shown its impact on the investors’ decisions in the Indian stock market (Raut et al., 2018; Dangi & Kohli, 2018). 
Therefore, this study has included the impact of such stereotypical representativeness factor in the investment 
decision-making of Indian investors. 


Availability 
Availability bias occurs when an investor depends on readily available information excessively. It is an individual 
tendency to analyze the likelihood of an event because of the easiness of recalling similar instances. Several 


works of the literature suggest that the investors’ decisions have affected the presence of this availability factor 
(Onsomu; 2014; Sukheja, 2016; Alrabadi et al., 2018). 


Overconfidence 

Another factor that influences investment decision-making is overconfidence, which tends to overestimate the 
accuracy of the available information and their capability to make decisions (DeBondt and Thaler, 1995; Rehan 
and Umer, 2017).Quaicoe and Eleke-Aboagye (2021) have found that overconfidence strongly influences the 
investor’s decisions. The overconfident investors prefer to buy more stock in the bullish period under the 
overconfidence that leads to inefficiency in the market regarding mispricing and volatility (Shah et al., 2013). 


Herding 

It has been pointed out that most investors imitate their peers’ behavior in the expectation of returns by 
overlooking their knowledge and expertise that influence the investment decisions (Gunay and Demirel, 2011; 
Rehan and Umer, 2017). Herding can be considered one of the responsible factors in determining the decision- 
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making of Indian investors because societal expectations and peer pressure shape the individuals’ decisions 
(Raut and Das, 2015; Raut et al., 2018; Dangi & Kohli, 2018).Quaicoe and Eleke-Aboagye (2021) have reported 
that herding was the most dominant bias that influences investment decisions. 


Information Cascading 

Along with herd behavior, information cascades are also witnessed in the stock market, where investors have 
paid no attention to their private information while following the others for making decisions (Raut and Das, 
2015; Raut et al., 2018). Huber, Klucharev, & Rieskamp (2014) have stated that information cascades are 
somewhat rational herding which axioms that others’ decisions influence the subsequent decision-makers to 
follow others by rationally disregarding their private information. 


Social-Influence 

Banerjee (1992) has observed that the individuals who have a common interest share and enjoy the stock market 
conversations. They usually prefer those decisions which their friends and colleagues make. Singh (2021) has 
evidenced that the opinion of stockbrokers, companies, friends, relatives and experienced investors is an 
essential factor influencing the investment decision of Indian investors. Investor’s decisions are also influenced 
by the social interaction with family members and relatives that have prominently cited in various researches of 
behavioral finance (Fatima et al., 2018; Shanmugham & Ramya, 2012). 


Risk- Tolerance 

Risk tolerance is the uncertainty of returns that individuals are willing to accept while making any financial 
decision (Grable, 2000). Graham et al. (2009) have argued that investors can undertake high risk with a high 
level of knowledge and skills. This paper focuses that risk tolerance is also accountable for determining 
investment decisions in individual investors. 


Investor Segmentation Researches 

The segmentation studies aim to understand the different strategies that individual investors can use for 
decision-making. Scant researches have been carried out to segment the investor based on their personality, 
demographics, risk-taking abilities, investment choice criteria, investment attitude and behavior, other 
psychological biases (Mittal and Vyas, 2008; Bailard et al., 1986; Barnewall, 1987; Lampenius and Zickar, 2005; 
Kasilingam and Jayabal, 2010; Warren et al., 1990; Nagpal and Bodla, 2009; Keller and Siegrist, 2006; Clark- 
Murphy and Soutar, 2005; Sahi and Arora, 2012; Paluri and Mehra, 2016; Kumar et al., 2018).The 
aforementioned psychological biases have been prominently apparent in the decision-making among irrational 
individual investors. 


Research Gap 

The stock market investors suffer losses by taking incautious and deceptive decisions. It becomes imperative 
to highlight the shreds of irrational behavior evidence using shortcuts in making decisions. Several studies have 
been conducted to analyze the irrational behavior of individual investors across the world. Only a few of them 
have been conducted from an Indian perspective to prove the existence of such anomalies and their impact on 
the decision-making of Indian investors. Besides, studies based on the segmentation of equity investors have 
been done very few in developing countries, i.e., India. Understanding the investor’s biases category will assist 
the individuals in identifying their shortcomings while making decisions. This study attempts to bridge the gap 
in investor segmentation on their distinct biases in investment decision-making in the Indian context. 


Methodology 


This research is descriptive and cross-sectional data were used. This study's population and sampling unit were 
individual investors of the National Stock Exchange and an individual investing in equity stocks, respectively. 
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The thumb rule is sample size should be five times more than the number of statements under factor analysis 
(Kass & Tinsley, 1979). This study used a greater sample size than the thumb rule. The 400 questionnaires were 
distributed to the equity investors of Lucknow, Kanpur cities of Uttar Pradesh, out of which 345 questionnaires 
were returned. Firstly, the collected data were cleaned by discarding the questionnaire with low quality, such as 
40 uneven responses and 41 incomplete responses. The triangulation method was applied to collect data from 
multiple sources to enhance the construct validity in an online and offline questionnaire. The samples of 264 
answers were in a complete form, accounting for the response rate of 66%, a moderately high rate for a postal 
questionnaire survey (Luu, 2010). The processed data were analyzed by IBM SPSS 20.0 software to use the 
statistical techniques include Descriptive Statistics and Factor Analysis. 


Questionnaire Design and Construct Measurements 

The purpose of the questionnaire is to provide a basic understanding of the factors that affect investment 
decision-making. The questionnaires were sent to respondents using snowball sampling to get a quick response 
by sending through friends, colleagues, and students. The whole questionnaire was divided into two patts: 
personal information and psychological factors affecting the decision-making. The questionnaire has included 
some demographic variables and seven biases having 32 items were assessed. The preferable five-point Likert 
scale was used for asking the degree of their agreement with the statements of psychological factors on their 
investment decision-making, where 5 denotes the strongly agree, and 1 denotes the strongly disagree. 


The pilot study has been conducted to ensure the reliability of the construct, calculated Cronbach’s alpha for 
the Likert items with a 50 sample of investors, then finalized and utilized for the survey. A coefficient value 
greater than or equal to 0.6 is recognized as a standard alpha value that shows a good construct reliability sign 
(Cronbach, 1951). In perceptual studies, the value of Cronbach’s alpha 0.5 is also acceptable, as advocated by 
Nunnally (1976). The alpha values of all the constructs lie between .563 to .789 that shows each construct is 
valid and reliable for the survey instrument. It represents the scales used in the survey instrument is carrying 
the objective of uni-dimensionality. 


Data Analysis and Results 
Demographic Profile of the Respondents 


Table 1 - Descriptive Statistics of the Sample 


Distribution of the Sample 


Variables Categories Frequency Percentage 
Gender Male 194 73.5 
Female 70 26.5 
Age Below 25 Yeats 17 6.4 
25-35 Years 22 8.3 
36-45 Years 87 32.9 
46-55 Years 104 39.4 
Above 55 34 12.9 
Marital Status Married 221 83.7 
Unmarried 43 16.3 
Education Graduate 69 26.1 
Master 108 40.9 
Advanced Degree 87 32.9 
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Occupation Students 24 9.1 
Salaried 39 14.8 
Business 107 40.5 
Professional 76 28.8 
Retired 18 6.8 

Annual Income Below 2.5 lacs 23 8.7 
2.5-05 lacs 54 20.5 
05-10 lacs 115 43.6 
Above 10 lacs 72 27.3 

Investment Experience 0-2 Year 19 T2 
2-4 Year 49 18.6 
4-6 Year 79 29.9 
6-8 Year 93 35.2 
Above 8 Year 24 9.09 


Source: Author Compilation 


The result of a demographic summary is reported in Table 1. The sample consisted of 194 male (73.5%) and 
70 female (26.5%) investors, representing that males prefer stock market investment to females. The age 
distribution of the sample is categorized as below 25, 25-35, 36-45, and 46-55 and above. Age ranges between 
46-55 and 36-45 were highly represented in the sample, 39.4% & 32.9% of the sample, respectively. The least 
representative of the sample was 6.4% (Below 25). It shows that matured persons are more prone to take the 
risk in equity stocks. In terms of marital status, 83.7 % of investors (N= 221) were married, and 16.3 % were 
unmarried (N= 6), indicating that married investors are more inclined towards heuristics than unmarried ones. 


The education levels of investors were grouped as a graduate, master, and advanced degree. The highest 
percentage of respondents holds master's and advanced degrees (40.9% and 32.9%), proving that respondents 
have enough knowledge about stock market investments. The occupation of the respondents categorizes as 
student, salaried, business, professional, and retired. Based on the investors’ occupation, businessperson covers 
a large portion of the sample, i.e., 40.5% and 28.8% were professional in their occupation. The salaried investors 
constitute only a 14.8% portion of the sample. This implies that investors possess a good knowledge of equity 
investment that again points out the reliable responses from the majority of the respondents. 


The annual income of the respondents is categorized into four groups. The highest number of respondents 
falls into the 05-10 lacs income bracket (43.6%), followed by the annual income of respondents were > 10 lacs 
indicates that investors having higher incomes are more prone to invest in risky stocks. On the ground of 
investor experience, most respondents have more than 4 years of investment experience and come under the 
ranges between 4-6 & 6-8 years of experience (35.2 & 29.9% respectively). This indicates that investors have 
certain years of experience in dealing with equity stocks. 


Factor Analysis of the Psychological Factors affecting Investment Decision-Making 
The exploratory factor analysis (EFA) was used for the psychological factors to identify the new factors 
affecting the investor’s decision-making. Kaiser-Meyer-Olkin (KMO) test of sampling adequacy and Bartlett’s 
test of sphericity are used to determine the factorability of the matrix as a whole (George & Mallery, 2003). 


KMO analysis represents whether the data is adequate for conducting the Factor analysis. The results value of 
KMO is 0.758, which is greater than 0.6,which depicts it is meritorious. Bartlett’s test of sphericity measures 
the multivariate normality of data. The test result is significant (3099.800) or in error margin, i.e., p< 0.000 is 
presented in Table 2. If the significant value is less than 0.05, that indicates that data does not produce an 
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identity matrix. Thus, data is multivariate normal and suitable for conducting factor analysis (Coakes and Ong, 
2011). 


Table 2 - KMO and Bartlett's Test 


Kaiser-Meyer-Olkin Measure of Sampling Adequacy -758 
Bartlett's Test of Sphericity Approx. Chi-Square 3099.800 
Df 496 
Sig. .000 


Inferential Statistics 

After ensuring the data was appropriate through KMO and Bartlett’s sphericity test, we ran factor analysis. 
There are ten factors extracted using the principal component analysis under extraction method and the rotation 
method of Varimax with Kaiser Normalization criteria of Eigen value more than one (1.063). The ten factors 
explain a sizable percentage of total variance explained is 65.453%, and all factors loadings are more than 0.5. 
The communalities values have more than 0.5 values, and all the diagonal values of the anti-image matrix have 
more than 0.6 values. Therefore, these indexes are advisable to run factor analysis that is fit and accepted for 
this study. The result of factor analysis is shown in total variance explained and rotated component matrix as 
depicted in Tables3&4, respectively. 


Table 3. Total Variance Explained 


Initial Eigen values Extraction Sums of Squared Rotation Sums of Squared 
Loadings Loadings 
Total % of Cumulative Total % of Cumulative Total % of Cumulative 
Variance % Variance % Variance % 

1 6.78 21.21 21.21 6.78 21.21 21.21 3.23 10.09 10.09 
2 2.77 8.65 29.87 2.77 8.65 29.87 2.93 9.18 19.28 
3 2.08 6.49 36.37 2.08 6.49 36.37 2.68 8.40 27.68 
4 1.98 6.21 42.58 1.98 6.21 42.58 2.41 7.54 35.22 
5 1.42 4.45 47.04 1.42 4.45 47.04 1.90 5.96 41.19 
6 1.28 4.02 51.06 1.28 4.02 51.06 1.76 5.52 46.71 
7 1.23 3.86 54.93 1.23 3.86 54.93 1.69 5.30 52.02 
8 1.18 3.71 58.64 1.18 3.71 58.64 1.62 5.07 57.10 
9 1.11 3.49 62.13 1.11 3.49 62.13 1.46 4.56 61.66 
10 1.06 3.32 65.45 1.06 3.32 65.45 1:21 3.78 65.45 
11 0.93 2.93 68.38 
12 0.88 2.75 71.13 
13 0.84 2.63 73.77 
14 0.81 2.54 76.32 
15 0.78 2.44 78.76 
16 0.68 2.15 80.92 
17 0.64 2.01 82.93 
18 0.61 1.91 84.84 
19 0.54 1.68 86.53 
20 0.51 1.60 88.13 
21 0.48 1.50 89.64 
22 0.43 1.36 91.01 
23 0.41 1.30 92.31 
24 0.37 1.16 93.48 
25 0.35 1.11 94.59 
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26 0.33 1.03 95.63 
27 0.30 0.93 96.57 
28 0.27 0.86 97.43 
29 0.25 0.80 98.23 
30 0.21 0.68 98.92 
31 0.19 0.59 99.52 
32 0.15 0.47 100.00 


Extraction Method: Principal Component Analysis 


Table 4. Rotated Component Matrix’ 


Other investors’ decisions of the stock 
volume have an impact on yout 
investment decisions. 

Other investors’ decisions of buying 
and selling stocks have an impact on 
your investment decisions. 

Other investors’ decisions of choosing 
stock types have an impact on your 
investment decisions. 


You usually react quickly to the changes 
of other investors’ decisions and follow 


their reactions to the stock market. 

I prefer to sell stocks on the days when 
the value of the stock market index 
decreases. 

I consider the information from my 
close friends and relatives as a reliable 
reference for my investment decisions. 


Before investing, I use trend analysis of 


some representative shares to make 
investment decisions for all stocks. 


I expect to invest in the stock market in 


the near future (in the coming years). 

I often try to get information regarding 
the evaluation of stock prices. 

I consider good stocks are related to 
firms with past consistent earnings 
growth. 

I expect my investments to perform 
better than the stock market. 

I buy ‘hot’ shares, which provided a 
return recently, and avoid shares that 
have performed poorly in the recent 
past. 

I avoid investments in shares that have 
a history of poor earnings. 

I believe that the future value of shares 
could be determined through a detailed 


Component 
1 2 3 5 6 9 10 
785 
712 
.680 
.636 
580 
500 
.687 
.683 
677 
590 
526 
.733 
.708 
.688 
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analysis of past performance in the 
equity market. 

I consider the past performance of the 
share before investing in it. 

Iam more comfortable putting my 
money in a bank account than in the 
stock market. 

When I think of the word "risk", the 
term "loss" comes to mind 
immediately. 

In terms of investing, safety is more 
important than returns. 

Making money in stocks and bonds is 
based on luck. 

I feel more confident in my own 
investment opinions over the opinions 
of financial analysts and advisors. 

I feel more confident in my own 
investment opinions over the opinions 
of friends and colleagues. 

I use my own information to make 
investment decisions. 

I feel that on average, my investments 
perform better than the stock market. 
When I purchase a winning investment, 
I feel that my actions and knowledge 
affected the result. 

I am an experienced investor. 

I would prefer to invest in local stocks 
than international stocks because the 
information of local stocks is more 
available. 

I prefer to buy local stocks than 
international trade-in ones. 

I am likely to purchase investments that 
have been recommended by friends or 
colleagues. 

I think people’s information is 
important than the information I have. 
I prefer to buy stocks on the days when 
the value of the stock market index 
increases. 

Investing is too difficult to understand. 


.558 


717 


.676 


607 


543 


791 
591 
547 
133) 
628 
612 
774 
718 
752 
590 


743 


846 


Extraction Method: Principal Component Analysis. 
Rotation Method: Varimax with Kaiser Normalization. 
a. Rotation converged in 14 iterations. 


Discussion on Investor’s Segments 


Factor 1 incorporates six items and has variables related to herding and availability with the factor loading 
differences between .500 to.785. Since all these variables are indicated the behavior to follow the others, this 
factor can be labeled as ‘Imitator Investors.’ Imitator Investors are those who follow the herd in their 
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investment decisions and consider the advice of close friends and relatives as a reliable source of information 
(Dangi & Kohli, 2018).Thambireddy et al. (2021) have also confirmed the presence of herd behavior while 
making investment decisions. 


Factor 2 incorporates five items and has variables related to representativeness, social influence, and 
overconfidence, with the factor loading differences between .526 to .687. Since all these variables are 
represented the detailed analysis of stock prices by the investors, this factor can be labeled as ‘Stereotypical 
Investors.’ Stereotypical investors invested only after exerted trend analysis of the stocks and believed they 
could thoroughly analyze the investment decisions. They are also responsible for using a case to represent their 
investment pattern (Dangi & Kohli, 2018). 


Factor 3 incorporates four items and has variables related to representativeness, with the factor loading ranging 
from .558 to .733. Since this variable depicts that investors rely on the stock's past performance, this factor can 
be labeled as ‘Independent Individualist.’ These investors are not experienced and self-dependent, and they 
make investment decisions by the complete assessment of past performance and history of the stocks (Pompian, 
2008). 


Factor 4 incorporates four items and has variables related to risk tolerance, with the factor loading ranging from 
543 to .717. Since this variable depicts investors’ risk-taking abilities, this factor can be labeled as ‘Risk 
Intolerant Investors.’ These investors are unwilling to take risks and trade less, and they prefer safety to high 
returns (Wood and Zaichkowsky, 2004). 


Factor 5 incorporates three items and has variables related to overconfidence and information cascade, with 
the factor loading ranging from .547 to .791. Since these variables showed the self-confident nature of investors, 
this factor can be labeled as ‘Efficient Planner Investors.’ These investors tend to plan for investments and do 
not prefer to rely on financial advisors, friends, or colleagues. They have confidence in their information to 
make good investment decisions (Sahi & Arora, 2012). 


Factor 6 incorporates three items and has a variable related to overconfidence, with the factor loading ranges 
from .612 to .733. Since this variable explains investors’ confidence level about their knowledge and expertise, 
this factor can be labeled as ‘Confident Investors.’ The confident investors consider themselves smart and 
experienced investors. They ate more active and can take a higher risk (Wood and Zaichkowsky, 2004; Pompian, 
2008). The result supports the finding of Thambireddy et al. (2021). 


Factor 7 incorporates only two items and has a variable of availability with the factor loading ranging from .718 
to .774. Since this variable shows the investors' familiarity with stocks, this factor can be labeled as ‘Passive 
Investors.’ These investors prefer to invest in local or domestic stock because of familiarity and information 
availability. They hesitate to trade in international stocks (Dangi & Kohli, 2018). 


Factor 8 also incorporates two items and has variables of information cascading and overconfidence, with the 
factor loading ranges from .590 to .752. Since these variables represent the nature of believing others’ 
information, this factor can be labeled ‘Competent Confirmer Investors.’ These investors rely on others, i.e., 
friends, colleagues, spouses, and financial experts. They believe that investment performs well if it is guided by 
others (Sahi & Arora, 2012). 


Cronbach’s Alpha Test for New Factors: 

Cronbach’s alpha is used to assess the internal consistency of eight extracted factors from the factor analysis. 
The result is presented in Table 5. The value of Cronbach’s Alpha is ranging from 0.587 to 0.805, which 
indicates that these factors are reliable and consistent for the use of further analysis (Cronbach, 1951; Nunnally, 
1976). 
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Table 5. Cronbach's Alpha Test 


Factors No. of items Factors Name Cronbach’s Alpha («) 
1 6 Imitator Investors 805 
2 5 Stereotypical Investors £757 
3 4 Independent Individualist’ Investors .764 
4 4 Risk Intolerant Investors .684 
5 3 Efficient Planner Investors 629 
6 3 Confident Investors .602 
7 2 Passive Investors .614 
8 2 Competent Confirmer Investors 587 


Impact Levels of Extracted Factors on Individual Investment Decision-Making 

In Table 3, the total variance explained represents the highest variation. It gives only the weight of the factors 
in terms of percentage of all factors, while the mean score gives the respondents' level of agreement or 
disagreement for each factor obtained. Firstly, we transform the extracted factors into new factors because the 
extracted factors always in a standardized form that has zero mean and one standard deviation. To resolve the 
second objective of this study, the impact levels of extracted factors on the individual investment decision- 
making were identified by calculating each factor's mean score. Because 5-point scales were used to assess the 
levels of agreement of these variables, the mean values of these factors can help to decide the levels of agreement 
of respondents, which will affect their investment decision-making by the following rules: 


e If the Mean values are less than 3, the respondents have a distinct level of disagreement on the 
variables of the factors (low impact). 


e If the Mean values are between 3 to 4, the respondents have a neutral response on the variables of the 
factors (moderate impact). 


e If the Mean values are between 4 to 5, the respondents agree on the variables of the factors (high 


impact). 
Table 6. Impacts of obtained Factors on Investment Decision-Making: 
Factors Name Mean Score Std. Deviation 
Fact_new1 Imitator Investors 4.09 545 
Fact_new2 Stereotypical Investors 3.45 .810 
Fact_new3 Independent Individualist’ Investors 4.12 554 
Fact_new4 Risk Intolerant Investors 3.88 .671 
Fact_new5 Efficient Planner Investors 3.91 .660 
Fact_new6 Confident Investors 4.87 519 
Fact_new7 Passive Investors 3.45 .810 
Fact_new8 Competent Confirmer Investors 3.98 .654 


Source: Survey data 


High Impact on Decision Making: 

The first obtained factor, i.e., Imitator Investors, has explained the high variation (10%) in the total variance 
explained as reported in Table 3 that represents the decisions of imitator investors are highly affected by the 
variables of herding and availability. While the mean score of Imitator Investors (M=4.09) also indicates that 
the respondents were agreed on the items of these variables and have a high impact on their decision-making. 
This proves that Imitator investors follow herd behavior and somehow influenced by availability biases while 
making an equity investment. It supports the findings of past studies conducted in the presence of these biases 
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and considers herding a most prominent factor in the Indian stock market (Gupta & Ahmad, 2016; Raut et al., 
2018; Raut & Kumar, 2018).Herding shows a higher influence on the investors' decision-making and considers 
as a most dominant bias (Quaicoe and Eleke-Aboagye, 2021). 


The third factor, i.e., Independent Individualist’ investors (M=4.12), shows a higher level of agreement on the 
items of representativeness, indicating that it has a high impact on their investment decision-making compared 
to Imitator Investors. It explained 9.18% variation that is less than the variance explained by imitator investors 
based on total variance. This study's finding is similar to findings of other studies (Raut et al., 2018; Raut & 
Kumar, 2018; Dangi & Kohli, 2018). Raut & Kumar (2018) have also stated that inexperienced and experienced 
investors have a similar perception of representativeness. 


The sixth factor, Confident investors (M=4.87), indicates the highest agreement level on the items of 
overconfidence which shows their high impact on the decision making of Indian equity investors. Mishra and 
Metilda (2015) claimed that experience investor and their education increases the chances of overconfident 
decisions. This finding is also alike to the previous result of studies conducted in the Indian capital market (Raut 
et al., 2018; Raut & Kumar; 2018). They claim overconfidence is the second most essential factor among Indian 
investors. Quaicoe and Eleke-Aboagye (2021) have also evidenced a strong influence of overconfidence on 
investment decisions. 


Moderate Impact on Decision Making: 

The three factors have a moderate impact on investment decision-making as they have mean values between 3 
to 4. All of them are nearer to four, indicating that equity investors have a moderate level of agreement on the 
combination of variables. The mean value of Competent Confirmer investors (M=3.98) is highest from 
Efficient Planner investors (M=3.91) followed by Risk Intolerant investors (M=3.88). Along with that, they 
have shown low variance as compared to other factors. This result supports the previous studies conducted 
across the world (Kengatharan & Kengatharan, 2014; Raut et al., 2018). 


Low Impact on Decision Making: 

The two factors, such as Stereotypical investors and Passive investors (M=3.45), have the same mean score. 
This signifies that these investors have a lower level of agreement on the items or combination of different 
variables that indicates that it has a low impact on the decision-making of individual investors. Singh (2021) 
also claims that the investment decisions of Indian investors are based on opinion-based factors, which include 
the opinions of stockbrokers, experts, companies, friends or relatives, and experienced individual investors. 
This finding is contrary to the results of Shanmugham & Ramya (2012), which suggests that investment 
decisions are highly affected by social interaction as they get more information about stock investment. 


Conclusion 


Indian economy emerges as the most progressive economies in the world; it becomes imperative to understand 
the behavior of investors for financial service providers to develop confidence and trust of the individual 
investors by tapping their mindset, beliefs, and preferences. The psychological segments are one of the ways to 
cater to the needs of the individual investors by the financial service providers. This study investigated the 
factors affecting the investment decision-making of the investors that make a theoretical contribution to the 
literature of investor segmentation based on certain biases and to the field of behavioral finance. 


This study used distinct factors or biases that affected investors’ decision-making and segmented them into 
their biases. This study has resulted that most of the investors have a combination of biases that affect their 
decision-making—segmenting the individual investors from the obtained factors based on their biases that 
yielded eight investors segments, namely imitators, stereotypical, independent individualists, risk-intolerants, 
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efficient planners, confidence, competent confirmers, and passive investors. These investors behave differently 
based on biases accordingly. The finding also reveals that the categories of imitators, independent individualists, 
and confident investors show a higher level of agreement on their respective biases. This indicates that herding, 
representativeness, and overconfidence biases are the most crucial for Indian equity investors that highly affect 
their decision-making. In the result of factor analysis, only the imitator investor’s category explains higher 
variation. Still, the mean score of independent individualist and confident investors also represents their high 
impact on investment decision-making. These findings support the results of previous studies in the Indian 
context (Garg & Gulati, 2014; Dangi & Kohli, 2018; Raut & Kumar, 2018). 


The study has concluded by achieving all the objectives of this study, which were raised in the introduction. 
The recommendations for the individual investors are that they should take circumspectly before making any 
investment decisions and should not be concerned too much about the prior loss. This implies that it cannot 
consider that biases are errors in decision-making that require to be corrected if they do make investors satisfied 
with their investment planning and management. 


Research Implications 

This study provides some theoretical and practical implications for researchers and financial analysts/ 
policymakers. Segmentation studies are beneficial for financial planning, and advisors or fund managers can 
identify and try to evade repeating some behavioral mistakes. The study aimed to assess the impact of 
psychological biases on the investor’s decision-making. This paper becomes distinguished itself by segmenting 
the equity investors of selected psychological biases in the decision-making. This study will give insights into 
the awareness of biases susceptible to their investment decisions and recommend taking care of these biases 
while making investments. The policymakers or fund managers should offer customized advice to their different 
profiles of investors and customized products & services as per their biases highlighted in the findings of this 
study. They should consider an adoptive mixed investment strategy in the complex stock market to achieve 
higher returns in a volatile market where the investors’ emotions play a vigorous role. 


Limitations and Future Scope for Research 

The segments of investor biases can guide the investors that enable them to better understand their preferences 
in decision making, which helps them make the planned investment choices. The limitation part is concerned; 
the study has a small sample size, and investors were approached in certain districts of Uttar Pradesh because 
the survey was administered only if investors were agreed. This would cause some impact on the findings of 
the study as the investors show a higher degree of conservatism in their investment beliefs while conducting 
the survey. 


Future studies are accompanied to integrate neuroeconomics to know how decisions are made and how they 
can be improved. It would help to make the decisions more truthful and accurate across the boundaries of 
rationality. A longitudinal study would help check these factors or biases affecting investors’ decision would 
remain stable or replace with other factors over the period to enhance the generalisability of the result. 
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Purpose: This paper aims to analyze the concept of leapfrogging in 
the mobile phone industry in the Republic of Kenya. 


Design/Methodology: The study adopted a cross-sectional 
research design, stratified and simple random sampling techniques 
in collecting data from 349 respondents picked from a population 
of 15506 employees of three Cosmopolitan County Governments 
in Kenya. 


Findings: Outcome indicates that; perceived product quality and 
perceived switching cost positively and significantly influence 
intentions to Leapfrog. However, the urgency to replace does not 
influence choices to leapfrog. 


Originality/value: The study findings bring a new understanding of 
the determinants of consumer leapfrogging and their intentions to 
leapfrog in the mobile phone industry and highlight the role 
perceived product quality and switching cost play in determining 
intention leapfrog. 
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Introduction 


The concept of Leapfrogging has raised a great interest in the minds of both scholars and practitioners in recent 
times. Businesses face challenges because of the ever-changing consumer buying behavior in terms of taste and 
preferences because of the choices available to them in the market. Because of these changes, consumers decide 
to delay buying existing products and wait to buy more modified or improved product generation in the future 
(Herrmann et al., 2017). 


This phenomenon, known in the literature as leapfrogging, happens when companies, end-users, or nations 
decide to embrace innovation while forgoing the established one in expectation of the upcoming product (Binz 
et al., 2012; Cripps & Meyer, 1994; Holak & Lehmann, 1990). This has created interest to scholars and 
practitioners as they seek to explore how, when, and why consumers skip existing technologies and wait for 
newer generations. However, minimal literature on the subject and what exists is not based on any theoretical 
frameworks. Thus, creating an opportunity for further investigation into this phenomenon. 


This is affirmed by Herrmann et al. (2017), who assert that some of these variables and their impact on 
leapfrogging have been studied but in isolation, thus, indicating a lack of a comprehensive analysis of their 
effect on leapfrogeing. Furthermore, Herrmann et al. (2017) argue that prior research falls short of a significant 
examination of the interrelationship between end-user attributes and perceived quality of various product 
generations in determining leapfrogging. Given these shortcomings, it is critical to conduct a more thorough 
examination of the predictors leading to consumer leapfrogging intention by combining these elements into a 
single conceptual model, which is the focus of the current study. 


In developed countries, customers usually embrace innovation by replacing the original device with the new 
and improved one. In the decision-making process, customers are likely to equate the old with the new model 
and balance the advantages of upgrading against switching costs, e.g., compatibility, learning, and sunk costs. 
In developing countries, however, consumers may purchase a smartphone as their first mobile device because 
they do not have a basis for comparison, so their decision-making process would be different. Consumers in 
these markets should find it easier to learn about new radical technologies because they do not have a static 
cognitive structure to override. 


The mobile phone handset has gained global acceptance in a relatively short period (Barnes & Scornavacca, 
2004). Today, this device is indispensable in the lives of the vast majority of consumers, particularly young 
teenagers. It is a device that many customers can't seem to live without; they always have it on and carry it with 
them almost wherever they go. For these customers, the mobile device is essential for staying in touch with 
acquaintances, family and, as a result, demonstrate their identity and uniqueness (Grant & O’Donohoe, 2007; 
Sultan & Rohm, 2005). For marketing professionals, the increased use of digital devices provides a vast business 
opportunity to connect with customers and serve them whenever and wherever they want (Barutçu, 2007; Grant 
& O’Donohoe,2007; Roach, 2009). Furthermore, the widespread presence of these mobile phone brands has a 
significant impact on the customer's daily life and customer journey when using or embracing them. 


Despite recent interest in this topic, little has been identified about consumers' choice processes in developing 
countries when dealing with new technologies. Thus, this research aims to bridge that gap by evaluating the 
determinants of leapfrogging intention and how these affect the adoption of the various mobile phone 
technologies available in Kenya at each point of the customer selection process. 
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Literature Review 


Theory of Planned Behavior (TPB) 

This theory is a development of reasoned action (TRA) theory, which was created to address the limitations of 
the TRA (Ajzen & Fishbein, 1975; Fishbein & Ajzen, 1980). The theory of planned behavior assumes that 
individuals' behavioral intention and actual behavior are influenced by their attitude toward behavior, normative 
beliefs, and behavioral control (Ajzen, 1991). This theory guides the current study on the premise that the 
individual's likelihood or willingness to perform an act depends on the person's attitude towards the behavioral 
outcome (Ajzen, 1991), in which case intention to leapfrog and perceived behavioral control factors facilitates 
ot impedes the performance of the behavior. Factors used in this study to influence intentions to leapfrog 
include perceived product quality, perceived switching cost, and urgency to replace. 


Theory of planned behavior has been applied to various studies in varied sectors to review consumer behavior 
like e-coupon usage (Oh et al., 2006), green consumption (Sparks & Shepherd, 1992), smoking intention (Godin 
et al., 1992), e-commerce services (Bhattacherjee, 2000; Tonglet et al., 2004). Since this is a behavioral study, 
we believe that the theory is relevant in influencing the intentions of leapfrogging. 


Schumpeterian Growth Theory 

Schumpeterian Growth Theory is the branch of innovation-based growth theory developed by Aghion & 
Howitt (1992). According to the World Bank Group and China Development Bank (2017), this theory 
emphasizes quality-improving innovations that prevent the need for older products. It thus involves the thrust 
that Schumpeter so aptly dubbed "creative destruction.” The Schumpeterian model's first implication is that 
faster growth generally implies a higher rate of firm turnover because creative destruction generates the entry 
of new innovators and the exit of former innovators. 


The majority of research on consumer adoption of new products has concentrated on the psychological barriers 
to adoption and the level of consumption or diffusion models. For instance, decision-making scholars have 
developed decision-making frameworks to explain the mental process of adopting an innovation (Boyd & 
Mason, 1999; Clark & Staunton, 1989; Turnbull & Meenaghan, 1980). In particular, scholars have focused their 
attention on understanding the barriers to adopting technological breakthroughs, also known as radical 
innovations (Wheelwright & Clark, 1992). It has been discovered that the procedure, timeframe, and outcome 
of adoption and implementation, especially for the next products, are dependent on product-specific and 
adopter-specific factors, including the device's performance expectancy, functionality, complexity, 
serviceability, and testability (Rogers, 1995). 


In addition, there is vast literature examining the rate of diffusion of new products in different markets. The 
findings demonstrate the importance of relevant social and cultural conditions in developing and using 
emerging innovations (Herbig & Dunphy, 1998). According to Steinmueller (2001), leapfrogging's diffusion is 
hampered by the degree of technology adaptation to local needs, the costs, knowledge, and skills required for 
effective adoption, and market dynamics. These challenges exacerbate in developing nations, hence hindering 
the speed of diffusion in developing countries. 


Determinants of leapfrogging intention 

Although there is a large body of literature on how people perceive and adopt radical technologies and how 
quickly new products spread across a population, only a few studies have looked at consumers! decisions to 
postpone purchasing a new generation product to a later date. For example, Herbig and Dunphy (1998) 
examined the drivers of consumer leapfrogging in the automotive industry in the United States found that 
perceived urgency, quality of the new product, perceived condition, switching costs determine the occurrence 
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of intention to leapfrog. This research also showed that cost of switching was by far the most important 
predictor. Additionally, their findings show that the relationship between leapfrogging intention and 
leapfrogging behavior was stronger as consumers’ income increased. Unfortunately, no theoretical framework 
was proposed to explain the results. 


According to other studies, the decision to upgrade is influenced by consumers' expectations of future price 
levels, product attributes, and availability of the product (Song & Chintagunta, 2003). In addition, diffusion 
studies suggest that consumers’ purchase history determines the decision to adopt a newer version of a product, 
expectations about the recent generation performance, and preferences for the current generation (Bardhan & 
Chanda, 2008). Furthermore, replacement intentions are related to the perceived condition of the existing 
product (Bayus & Gupta, 1992). The studies mentioned earlier shed some light on factors associated with 
consumer intention to leapfrogging in developed countries. Unfortunately, previous studies are limited in that 
they do not propose a theoretical mechanism for the findings. The sample of countries investigated hinders the 
generalizations of the results into developing nations. The current study adopts perceived product quality, 
perceived switching cost, and urgency to replace as determinants of intention to leapfrog in a developing 
country setting. 


Therefore, the research questions guiding the study include 
RQ1.Does perceived product quality determine intention to leapfrog in a developing nation setting? 
RQ2. Does perceived switching cost establish an intention to leapfrog in a developing nation setting? 


RQ3. Will urgency to replace determine the intention to leapfrog in a developing nation setting? 


Perceived product quality and intention to leapfrog 

Product quality is an important consideration when determining purchase intent and leapfrogging intentions. It 
is an ongoing process of improving product attributes to improve the overall performance and, as a result, 
customer satisfaction. To keep up with changing customer tastes and preferences, quality should be improved 
at all times (Mirabi et al., 2015). Moreover, quality is an essential tool for creating a competitive advantage 
(Zeeshan & Obaid, 2013). Chi et al. (2008) and Madahi and Sukati (2012) states that customers purchasing 
intention depends on product quality. Therefore, it is assumed in this study that the percetved product quality 
will lead to a delay or postponement of the purchase of the current product on the market as consumers wait 
for the next generation of the product to be perceived as having better satisfaction or performance. 


According to Desai et al. (2014), the potential customers seem to be more quality-oriented when purchasing 
cosmetics since they wait for the product during non-availability. It has been observed that if a product meets 
the customer's expectations, the consumer is satisfied and considers the item to be satisfactory or even 
outstanding (Alhedhaif et al., 2016). If the consumer's requirements are not met, they will conclude that the 
product is of poor quality. As a result, (Wright et al., 2006) describes product quality as the attributes and 
features of a product or service that significantly impact the ability to fulfill the needs and desires of customers. 


According to research, customers' expectations of future brand generations have an impact on intent to 
leapfrogging (Kim et al., 2001; Song & Chintagunta, 2003). Aside from material changes, the existing brand 
(PO) is susceptible to presumed depreciation due to the simple appearance of a better replacement that may 
come to the market (P1). Such viewed deterioration may also be linked to the perception that the previous 
brand is no longer cutting-edge in terms of features or attributes. Users may perceive the true extinction of the 
old brand if the particular entrant brand has excellent features and performance. 
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For instance, the previous brand may no longer reflect the most recent technological advancement, while the 
new model performs its work more efficiently, faster, and more simply. As a result, the users’ expectations for 
different product developments are directly or indirectly influenced by mental and emotional decrepitude 
(Antioco & Kleijnen, 2010; Holak & Lehmann, 1990; Levinthal & Purohit, 1989). For customers to try the new 
entrant brand (P1) as a substitute for the old-fashioned one (P0), those above must be an enhancement (even 
if only viewed as such by customers) then the latter. The intention to focus or turn to new brands increases 
with the assumption that they will offer greater quality advantages in terms of performance compated to the 
old ones on the market (Boone, 2001; Druehl et al., 2009). Consumers will be less interested in leapfrogging to 
P2 if enhancements in P1 (especially in comparison to PO) surpass a certain threshold. The decision to adopt 
the presently offered brand provides significant value for the customers over the older model. Based on the 
above discussion, we hypothesize that: 


H1: Perceived product quality positively and significant influences intention to leapfrog 


Perceived Switching cost and intention to leapfrog 

When customers think of changing whatever product they want to, the cost incurred in changing it is 
paramount. Switching costs are described as the risks, investments, and losses that consumers must bear as a 
response to changing their cell devices or brands to new ones. Some prior studies have indicated that the cost 
of switching from one product to the other can be divided into four categories: financial, time, psychology, and 
associations (Whitten & Wakefield, 2006). Switching costs are a constraint to scrutinizing future product 
providers (Wathne et al., 2001)) to the level that even when people or firms recognize costs or exit barriers, 
they tend to stick with their current supplier (Burnham et al., 2003; Quoquab et al., 2018). Dissatisfaction with 
the service quality, price, or firm will motivate the intention to switch suppliers if switching costs are low. If 
they are too high, many dissatisfied customers are likely to exhibit false loyalty. 


Studies have reported that switching costs can act as a moderating variable, negatively affecting the relationships 
between satisfaction and intention to keep the relationship (Burnham et al., 2003; Oliva et al., 1992; Sharma & 
Patterson, 2000). The effect of satisfaction on sustaining the connection decreases as costs rise, and vice versa. 
Kim et al. (2004) investigated switching costs in the context of mobile phone service, viewing them as a 
combination of loss cost, adaptation cost, and move-in cost. According to the authors, loss cost refers to the 
consumers’ perception of losing social standing, relationships, and productivity when switching to the 
established service provider. In contrast, adjustment cost refers to the difficulties associated with introducing a 
particular service provider after switching to the current one. 


This article examines switching costs in the context of mobile phone usage as the one-time costs that mobile 
phone users incur when shifting from one mobile generation to another. This cost is the sum of the loss cost, 
the adjustment cost, and the shift cost (Burnham et al., 2003; Kim et al., 2004). 


As per the cost frameworks in buying behavior, customers evaluate the adjustment in net benefit (Quoquab et 
al., 2018). When shifting to another anticipated brand, if the switching costs are greater than the increase in 
usefulness, people will prefer not to shift. Thus, switching costs significantly impact or predict customer loyalty 
and disloyalty behavior (Kim et al., 2004). Hence, we hypothesize that: 


H2: Switching cost positively and significantly affects intention to leapfrog 


The urgency to replace and intention to leapfrog. 


Another determinant of leapfrogging considered in this study was an urgency to replace the product. Users who 
intend to purchase anticipated new product devices must bridge the gap between that product and the currently 
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owned product (P0). Customers who own a product are expected to differ in their perceived urgency of 
changing the existing item, and a variety of factors will inspire this urgency. 


When deciding whether to forego the new product (P1) but instead wait for the anticipated brand, the 
consistency in quality of the old brand is an important issue (P2). The user's desire to buy the latest brand is 
highly influenced by the functionality of the existing offering (Evans et al., 1989; Rogers, 1995). The 
functionality of any product degrades over time due to wear and tear, and with the advancement of technology, 
increased breakdowns of most items are to be anticipated. Bayus & Gupta (1992) have shown that the 
customer's perceptions of the currently owned brand influences motivations to substitute it with a new or the 
anticipated one (Labay & Kinnear, 1981). 


Furthermore, buyers' aspiration for variety and change significantly affects the urgency with which the existing 
brand (PO) must be replaced by the anticipated brand (P1 or P2). Such desire stimulation by a new device has 
proven to be an important aspect of purchasing behavior (Wang et al., 2008)). Furthermore, the arrival of a new 
development process causes the extinction of the preceding version, decreasing the value and performance of 
the current item in the client's mind. The haunting of a decrease in value can inspire an intention of replacing 
the old product. 


The necessity to substitute is an essential element of retailer-brand partnerships because it allows retailers to 
monitor customers’ strategic behavior. In other words, because retailers sell a wide variety of sales items 
continuously, buyers prefer to wait until the retailer offers a special offer before deciding to buy (Levy & 
Goldberg, 2014). Regrettably, this is especially true for clothing items with a limited sales season. Nevertheless, 
scarcity of resources can strain end-users (Herrington & Capella, 1995). In other words, retailers that sell limited 
edition items can create a sense of novelty and scarcity, which may dissuade buyers from postponing their 
purchasing decision even after agreeing to pay in full. This is among the effective strategies employed by most 
fashion companies (Jin et al., 2012). As a result, we can opine that consumers' increased motivation to substitute 
is the main factor in cultivating increased revenues for retail outlets. We therefore propose: 


H3: Urgency to replace positive and significantly affect intention to leapfrog 


Perceived Product Quality HI 
; Ses H2 : 
Perceived Switching Cost Intention to Leapfrog 
H3 


Urgency to Replace 


Control Variables 
Gender, Age, Education 
& Income 
Figure 1: Conceptual Framework 


Methodology 


Design and participants 


The research paper employs a cross-sectional survey design, stratified and simple random sampling techniques, 
and a structured closed-ended questionnaire to collect data from a population of interest of 15506 employees 
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of three Cosmopolitan County Governments of Trans-Nzoia, Nakuru, and Nairobi. Fisher et al.,(1983)’s 
formula was used to get the sample size of 384. A total of 384 survey instruments were distributed, with 349 
completed and returned, representing a response rate of 90.89%. Since the response rate was greater than 75%, 
it was deemed adequate and representative of the population (Nyanjom, 2013). 


Respondents’ profile shows that most of the respondents were male with 59.7% (n=206), while females were 
40.3% (n=139). Results relating to age revealed that the majority (55.4%, n= 191) were between ages 29 and 39 
years, while those above 50 were the least (5.5%, n=9). Furthermore, the study indicates that the majority of 
the respondents (58%, n= 200) had a bachelor’s degree while the least (1.4%, n= 5) had a high school certificate. 
Finally, results of respondents’ income show that 62.5% (n= 218) earns above 50,000 while those earning below 
50,000 were 37.5% (n=131) 


Measurement 

All items used to measure the study variables in the current study were adapted from previous studies with only 
minor changes. Intention to leapfrog measurements was adopted from Venkatesh and Davis (2000) and 
modified to suit the current study. The items include; “I will wait until the next mobile phone generation is 
available,” “I will wait provided that announcements about the next generation mobile phones are already 
available,” “I will recommend other customers to wait until a future model is released.” 


Five items adopted from Herrmann et al. (2017) were used to measure perceived product quality. “My Mobile 
phone has good security features than what is available currently,” “I like the design of my Mobile phone,” “I 
enjoy using my phone,” “I like the features in my phone,” and “My mobile phone is environmentally friendly.” 


Perceived switching cost had five items also adopted from Herrmann et al., (2017). The items include, “Learning 
to use a new mobile phone will take a long time,” “It will take a lot of effort to learn to use a new mobile 
phone,” “the price of the current phone is high,” “My phone will lose value with the introduction of a new 
phone,” “It will be costly to repair my old phone before I switch to the new phone.” 


The urgency to replace had six items also adopted from Herrmann et al. (2017) and modified. The items include, 
“I like to change things in my life,” “I like variety in my life,” “I am not satisfied with my old phone,” “I like 


things of good value,” “I like things that make my work easy,” “when there is a need to replace my phone, I 
will do a replacement purchase.” 


Results 


Descriptive Statistics 

The descriptive statistics of the study variables are shown in Table 1. Findings show that perceived product 
quality and urgency to replace had the highest mean of 5.4 and SD = 1.188, 1.239, respectively. This was 
followed by intentions to leapfrog with a mean of 4.5 and SD = 1.231, and finally, switching cost had the least 
mean of 4.0 with SD = 1.329. Additionally, the Table shows the reliability test results with Cronbach’s Alpha 
values being at the acceptable level above .6 apart from switching cost, which had a scale of .570. Finally, 
correlation analysis shows that the relationship between intentions to leapfrog and perceived product quality 
has the strongest relationship as demonstrated by r =.563, p <.01, as perceived switching cost, r =.246, p <.01, 
and urgency to replace, r = .272, p <.01 indicating the least but significant association with intentions to leapfrog 
respectively. 
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Table 1: Descriptive, Reliability and Cronbach’s Analysis 


Variable Mean SD a Correlation 

Intentions to Leapfrog 4.5 1.231 .604 1 

Perceived product Quality 5.4 1.188 .720 .563** 1 

Perceived switching cost 4.0 1,329 570 .246** 22O FE 1 
Urgency to Replace 5.4 1.239 .620 loo .133* .207*¥* 1 


**Correlation is significant at the 0.01 level, * implies that correlation is significant at the 0.05 level (2-tailed). 


Validity Test of the instrument 

Factor analysis was used to check for construct validity before testing the study hypotheses. Table 2 shows how 
each item was factored utilizing principal component analysis and Varimax rotation. The Table shows how the 
items loaded into four variables accounted for 62.7% of the variance, with product quality having 3 items 
loading under component 1 with two of its items dropped from the study because they did not meet the criteria 
of loading above 0.5. Findings show that this variable indicates an Eigenvalue of 2.357, explaining 19.65% of 
the variance. All the 3 items measuring intentions to leapfrog were all loaded on component 2. This component 
had an Eigenvalue of 2.126, with these items explaining 17.72% of the total variance. In addition, results show 
that 3 items measuring urgency to replace loaded on component 3. This component shows an Eigenvalue of 
1.724, with items accounting for 14.36% of the variance. Three items of this variable were removed as they did 
load. Finally, three items measuring perceived switching cost loaded on component 3 with two items dropped 
from the study. The factor indicates an Eigenvalue of 1.315 with the items explaining a total of 10.96% variance. 
The Table shows the Kaiser-Meyer-Olkin Measure of sampling adequacy (KMO) of .524. Bartlett’s Test of 
Sphericity shows a Chi-Square of 1066.749 with df = 66 significant p = .000, which confirmed the suitability of 
factor analysis. 


Table 2: Factor Analysis 


Kaiser-Meyer-Olkin Measure of sampling Adequacy 524 
Bartlett’s Test of Sphericity Approx. Chi-Square 1066.749 
df 66 
Sig .000 
Name of Variables Initial % Cumulative 
Eigen variance % 
values 
1. Perceived product quality 2.357 19.65 19.65 
2. Intentions to leapfrog 2.126 17.72 37.37 
3. Urgency to replace 1.724 14.36 51.73 
4. Perceived switching cost 1.315 10.96 62.69 
Measurement items PQ TTL UTR SWC 
I enjoy using my phone .658 
I like the features on my phone .908 
My mobile phone is environmentally friendly .778 
The price of the current phone is high .644 
My phone will lose value with the intro. of a new phone .714 
It will be costly to repair my old phone before I switch to .798 


the new phone 
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I like to change things in my life 694 
I am not satisfied with my old phone .638 
I like things of good value 835 
I will wait until the next Mobile phone generation is .780 

available. 

I will wait if announcements about the next generation .782 

Mobile phones are already available 

I will recommend other customers to wait until a future 547 

model is released 


Note: PQ-Perceived Product Quality, ITL- Intentions to Leapfrog, UTR-Urgency to Replace, SWC- Switching 
Cost 


Hypotheses Testing 


Table 3 reveals the results of the study. Findings in Model 1 shows results of the control variables. Results 
indicate that age (B = -.474, p = .000) and respondents income age (8 = .177, p =.028) all had a significant 
influence on intentions to leapfrog as gender (8 = -.074, p =.587) and education (8 = -.061, p = .127) were 


insignificant. This model accounts for 7.5% of the variance in intentions to leapfrog as indicated by R*.075, F= 
6.923, p =.000. 


Model 2 of the same Table 3 shows H1, H2, and H3 while holding constant the control variables. The study 
findings of the controls indicate that only age (8 = -.264, p = .001) was discovered to have a significant impact 
on leapfrogging intentions as respondents’ gender, income and education were all insignificant as indicated with 
p >.05. This model explains 36.1% of the variance as shown by R*.361, AR’.287, F= 51.038, p =.000. The 
change in R*.287 indicates that while holding constant the control variables in the study, independent variables 
(perceived product quality, perceived switching cost, and urgency to replace) explain a 28.7% variance in 
intentions to replace. Findings further reveal that perceived product quality (8 = .529, p = .000) and perceived 
switching cost (6 = .092, p = .030) positively influence intentions to leapfrog. Based on these findings, H1 and 
H2 are both supported by the study. However, urgency to replace (8 = .072, p = .109) was discovered to have 
an insignificant impact on leapfrogging intentions. Hence H3 is not supported by the study. 


Table 3: Regression Findings 


Variable Model 1 Model 2 

-v 6 -v 
Constant 5.542*** .000 1.060* .030 
Gender -.074 .587 .067 .558 
Age -.474¥** .000 -.264*** .001 
Income ee 028 .106 117 
Education -.161 A27 .028 .756 
Product Quality - - Does .000 
Switching Cost - - .092* .030 
Urgency to Replace - - .072 109 
R? .075 .361 
AR? .075 .287 
F 6.923*** 51.038*** 


Note: *p <.05, ***p <.001, Dependent Variable = Intention to leapfrog 
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Discussion 


The results on perceived product quality and intentions to leapfrog indicate that consistency in product quality 
is a critical factor in evaluating leapfrog intentions. This suggests that if a product is of higher quality, consumers 
will be more likely to get it however long it may take to be released on the market (Chi et al., 2008). These 
findings support the claim put forward in the work of Herrmann et al. (2017) that Consumers may postpone 
upgrading to a newly developed (currently available on the market) product on the market (P1) until a later date 
when an even newer version is released (P2) perceived to be of a better, updated or enhanced version of goods 
that will be available in the near future. However, the author’s findings indicate that product quality is a less 
influential factor when it comes to leapfrogging. 


Our study results support the argument of Desai et al. (2014), who says that when it comes to cosmetic products, 
consumers ate found to be more quality conscious because they patiently await the brand during non-availability 
instead of purchasing what exists on the market at the time of their need. Thus, if consumers anticipate that 
future product generations of phones will have better and additional features, like high operation speed, or 
faster internet connections, they may be influenced to leapfrog. 


Results of switching costs influence on intentions to leapfrog is also supported in the current study. The cost 
of switching refers to the risk, investment, and loss that consumers may incur due to shifting suppliers or 
established products. Consumers must pay close attention to the costs related to switching product generations 
(Bardhan & Chanda, 2008). Our findings support the above statement as it reveals that switching costs 
influence consumers’ intentions to leapfrog. This supports the study by Herrmann et al. (2017), whose analysis 
indicates that the propensity to leapfrog is primarily dictated by the projected costs of transitioning from the 
existing brand (PO) to the emerging of a new entrant (P1). About the current study, this implies that if consumers 
anticipate that the cost of replacing the presently offered cell device on the market will be high, their propensity 
to buy what is currently available will be lower. At the same time, their tendency to wait for the future phone 
(brand) would be significantly greater (Levinthal & Purohit, 1989). Our findings are also consistent with Kim 
et al. (2004), who claim to switch costs play a significant role in determining consumer retention and changing 
behavior. 


Finally, our study results reveal that urgency to replace insignificantly affects the intention to leapfrog. This 
suggests that customers will be willing to purchase the latest cell phone available on the market when there is 
an immediate need to replace it, implying that customers will not be waiting for the future phone to be made 
available when they urgently need to replace it what they have. This supports Gupta (2013), who states that the 
desire of a buyer to substitute an existing product as soon as possible is referred to as urgency to replace. The 
consumer's desire for variety and change influence the urgency with which the existing product must be replaced 
with the anticipated one. Such activation of the needs of a new product has proven to be the core determinant 
of purchasing behavior. The consumer, who is influenced by the current product's functionality, will be 
compelled by the desire of urgency of purchasing a new product (Evans et al., 1989; Rogers, 1995). As a result, 
the presumed status of the currently owned item influences behavioral intention to substitute it (Labay & 
Kinnear, 1981). 


The Study's Implications for Theory and Practice 

The current study findings have significant implications for theory and previous research. First, the study 
findings support the existing minimal literature that perceived product quality and switching cost influences 
consumers’ intentions to leapfrog. Secondly, the study supports the theory of planned behavior, which contends 
that a person's behavioral intention is determined by their attitude, normative beliefs, and control beliefs. When 
a consumer perceives that the next generation product would perform better than what is on the market, the 
intention to leapfrog increases leading to skipping what is already available; this action can be shaped by a 
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myriad of factors, including product features, perceived quality, and perception of the production nation (Wang 
et al., 2008). Finally, the study backs up Schumpeterian Growth Theory, which relies heavily on quality and 
performance improving features that make old brands outdated, which is the current study's focus. In this case, 
customers will forego what is currently available in the belief that the next generation brand will be far high in 
performance compared to what is presently available on the market. 


Managers need to realize that consumers expect new generation products to have better safety, higher quality 
features, better performance than is currently available. Therefore, these features should be integrated into the 
new product for higher acceptability during the product development period. In addition, the anticipated new 
version of products should have features that require less effort and time for consumers to learn how to use 
them, for this has been found to influence leapfrog intentions. Finally, policy decisions should indeed be set up 
to ensure that service providers invest enough time and effort in broadening their knowledge and understanding 
of the variables that determine the adoption of new technology and continued use of technological innovations, 
as these factors contribute to leapfrogging intentions. 


Limitations of the study 

This study used a particular generation of the product, a cell phone, to analyze the intention to leap, which 
inevitably restricts our implications. Factors such as the length of the lifespan, the replacement cost, and the 
valuation of the derelict product are likely to trigger the importance of consumer predictors to vary. Further 
research is needed to provide a definitive answer on how to generalize the study's findings, particularly with a 
broad range of product categories that vary widely from mobile phones regarding the various characteristics 
and user information that represent multiple generations of each product line. 


Second, because data were collected at a single point in time, the current study was cross-sectional. A 
longitudinal study would be recommended because it could provide additional information. Finally, the study 
used quantitative data, integrating a mixed approach into future research, is recommended as it may reveal other 
leapfrogeing determinants that the present paper has not captured. 


Conclusion 

Based on the findings of the study, we can conclude that the higher the customer perception of the new product 
as a functional improvement over the older one, the greater the likelihood for the customers to leapfrog. Thus, 
Mobile phone manufacturers can utilize such a chance to create phones that reflect the most recent technology, 
with better features and performance, faster in speed, simpler, and more enjoyable to use. The study also 
discovered that the costs of switching from an existing product to the new one have a significant impact on 
leapfrogging intentions. As a result, both monetary and non-monetary investments, such as time and effort 
spent learning how to use the new mobile phone, should be considered while creating awareness of the future 
phones as these could influence customers’ intention to leapfrog. 
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Abstract 


Purpose- This study examined the moderating effect of percetved 
corporate image on the indirect relationship between mobile 
banking service quality and customer retention via customer 
perceived value in the Kenyan banking industry 


Design/Methodology- The study adopted an explanatory research 
design, employing multistage, simple random and systematic 
sampling techniques in collecting data from a sample size of 400 
consumers of mobile banking services in Kenya using a self- 
administered questionnaire 


Findings- The results reveal a significant mediating effect of 
customer perceived value on the relationship between mobile 
banking service quality and customer retention. Moreover, the 
study established that perceived corporate image moderates the 
relationship between; mobile banking service quality and customer 
perceived value and mobile banking service quality and customer 
retention. Finally, percetved corporate image moderates the 
indirect link between mobile banking service quality and customer 
retention via customer retention at all levels 


Practical Implications- These findings underscore the need for the 
bank’s management and policymakers to develop quality assurance 
policies and devise value-centered strategies and image-enhancing 
strategies to enhance customer retention. 


Originality/Value - The study’s findings bring new critical 
knowledge concerning the indirect effect of customer perceived 
value and perceived corporate image on the study variables. 
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Introduction 


Customer retention is increasingly becoming an essential managerial issue, especially in this era characterized 
by high levels of competition and assertive customers who make stay or switch decisions guided by their rational 
and emotional influences. Moreover, customers are quality conscious, value-driven, and get attracted by strong 
and positive corporate images. As technology becomes the order of the day and new development in the 
economy creates new opportunities that are hard to assume, many organizations are looking for ways to 
embrace technology to survive. Mobile banking services can raise efficiency and boost business growth through 
cheap, efficient, and reliable money service support systems that reduce the need for cash transactions and the 
tisks associated (Rahman et al., 2017). 


Since the inception of M-banking, the Kenyan banking sector has witnessed tremendous changes. Customers 
now have access to fast, efficient, and convenient banking services. Most of the Kenyan banks are now investing 
large sums of money in mobile banking technology. However, while the rapid development of mobile banking 
technology has made some banking tasks more efficient and cheaper, technological advancements have their 
fair share of problems that may compromise the quality of service, such as; restructuring challenges, customer 
reluctance and cost challenges, system failure, network vulnerabilities, software defects and operating mistakes, 
processing error and data loss due to virus among others. If unchecked, these challenges pause threats to the 
whole idea behind mobile banking service technology (Manali, 2014). Therefore, it is essential to initiate a 
discourse on whether mobile banking service quality matters in influencing customer retention in the Kenyan 
banking industry. 


Customer retention has attracted significant interest from scholars and practitioners in relationship marketing 
in the past decade. For example, studies have established that it is better to retain existing customers than recruit 
new ones. Alshurideh, (2016) established that the cost of acquiring each new mobile subscriber was estimated 
at between $600.00 and $800.00, which encompasses many costs such as advertising, marketing, sales, and 
commissions. Hence, it is beneficial for service providers to establish a relationship with customers they would 
like to retain. This broadly supports earlier findings by Woisetschlager et al., (2011), who established that 
customer retention is an important managerial issue for service provider organizations because it is associated 
with an increase in the organization’s revenue and reduction in cost. Studies have shown that the retention of 
existing customers plays a key role in cost reduction. Lax, (2016), reported that the cost of servicing existing 
customers is lower than the cost of managing new customers. This is because most of the cost of servicing new 
customers is fixed, while there are additional costs such as onboarding-related costs specifically incurred because 
of new customers. He noted that even after incurring these costs, half of these new customers may leave within 
the first 90 days of becoming customers of the bank 


Literature also reflects the relationship between corporate image and perceived quality of products/services and 
customer perceived image. Some researchers consider corporate image an antecedent to perceived quality and 
value, whereas others take the opposite view. For instance, it has been argued that corporate image significantly 
affects perceived quality and precedes consumer evaluations, rather than the evaluations being components of 
the image (Ladhari, Ladhari, et al., 2011). While some studies have established some mediating relationships 
between these constructs (Al-Hawari, 2006; Al-Hawari et al., 2009; Kaur & Soch, 2013), little has been done to 
establish the moderating role of corporate image on the relationship between mobile banking service quality 
and perceived customer value. Hence this study seeks to fill this gap. 


The relationships between mobile banking service quality and customer retention have been tested (MoyoTalak, 
2013; Surendra, 2015; Tamuliene & Gabryte, 2014), customer perceived value and customer retention have also 
been tested (Angel Moliner Tena et al., 2006; Cronin et al., 2000a; Evans, 2002), there seems to be little or no 
published research testing the mediating effects of customer perceived value on the relationship between mobile 
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setvice quality and customer retention. Therefore, this study examines the relationship between mobile banking 
service quality and customer retention and how perceived customer value mediates the relationship between 
mobile banking service quality and customer retention among Kenya’s commercial banks. 


The assessments of many studies on banking have been fragmented when evaluating the exact nature of the 
relationships. To date, there is limited evidence of studies that investigated the effects of mobile banking service 
quality, customer perceived value, perceived corporate image and customer retention constructs in a single 
framework or tested the relationships simultaneously. Thus, the complex interrelationships among these 
constructs have not been fully discovered and understood for the banking sector and, from a Kenyan 
perspective. This study seeks to understand further the interrelationships and their effects on customer and 
hence, how can be improved. 


Literature Review 


Mediating Role of Customer Perceived Value 

Customer perceived value has been studied as a consequence of service quality and the antecedent of customer 
retention in multiple past investigations. Hapsari eż al. (2016) are among the recent researchers who established 
a positive and significant relationship between service quality and perceived value. Past studies have also 
established that customer perceived value is a trigger of customer retention. Parasuraman & Grewal (2000) 
established that perceived value is the most important predictor of repeat purchase intention. Moreover, extant 
literature indicates that customer perceived value is a common construct between the quality of service and 
customer retention (Chen & Zhu, 2012; Hanaysha, 2018; Keshavarz & Jamshidi, 2018). The mediating role of 
customer perceived value on the relationship between service quality and customer retention is summed up by 
the argument by Hapsari eż al. (2016) that consumer perceptions of the inherent characteristics of banking 
service quality can help to reinforce favorable brand associations that eventually lead to long-lasting customer 
commitment towards a firm’s banking services. Based on the enumerated importance of customer perceived 
value, we can conclude that mobile banking service quality directly affects customer perceived value, influencing 
customer retention. 


Moderating Role of Perceived Corporate Image 

Corporate image is an impression of a firm over the minds of customers/public, which can be formed through 
a comparison of innumerable firm-related attributes (Gautam, 2011). Research has underscored that corporate 
image plays an important role in strengthening the relationships between perceived quality, value, and customer 
retention. According to Hapsari ef al. (2016), service quality drives customers’ perceived value. Still, this 
relationship is stronger where the customer’s perception of the firm’s corporate image is favorable or weaker 
where the customer’s perception of value is low. Rabach and Tarus (2013) also established that a favorable 
company image enhances the relationship between service quality and customer satisfaction, social pressure, 
and customer loyalty. In their study on the effects of customer relationship management on Customer 
Satisfaction and Loyalty in China, (Chung et al., 2015) confirmed that indeed corporate image plays a 
moderating role in both of these relationships. 


Study Hypotheses 


The main objective of this work was to examine the moderating effect of perceived corporate image on the 
indirect relationship between mobile banking service quality and customer retention via customer perceived 
value in the Kenyan banking industry. We hypothesized that; 


Hoi: Customer perceived value mediates the relationship between mobile banking service quality and customer 
retention 
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Hoz: Perceived corporate image moderates the relationship between mobile banking service quality and 
customer perceived value. 


Hos: Perceived corporate image moderates the relationship between mobile banking service quality and 
customer retention 


Hos: Perceived corporate image moderates the relationship between customer perceived value and customer 
retention 


Hos: Perceived corporate image moderates the indirect relationship between mobile banking service quality and 
customer retention via customer perceived value. 


It is also based on the above discussion that we propose Figure 1 as the conceptual model of the study 


Customer Perceived Value (M) 


Mobile Service Quality (X) Customer Retention (Y) 


Control Variables 
Gender, Age, Experience, 


Perceived Corporate Image 


W) 


Education, Income 


Figure 1 - Conceptual Model 


Measurement 


Customer Retention 

Customer retention refers to the propensity of a mobile banking service customer to stay with their bank for 
the foreseeable future. Each question was assessed on a five-point Likert-type scale with anchors "1=strongly 
disagree" and "5=strongly agree". The variable had three items adapted from (Siu et al., 2013). The three 
questions in the questionnaire are; I intent will re-patronize my bank’s mobile banking services for the 
foreseeable future, I would recommend my bank’s mobile banking services to my relatives and friends, and I 
intend to increase the usage of the various mobile banking services offered by my bank. 
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Mobile Banking Service Quality 

This variable was measured using seventeen items adapted from (Surendra (2015) with modifications to suit the 
study. The questions were assessed on a five-point Likert-type scale with anchors "1=strongly disagree" and 
"5=strongly agree". The seventeen questions were; My bank’s Mobile banking system is always available for 
use, My bank’s Mobile banking system operates smoothly, and without delays, My bank’s Mobile banking 
system does not crash, The bank quickly resolves mobile banking related problems, I obtain accurate and error- 
free service from my bank’s mobile banking services, I feel safe using my bank’s mobile banking services, Risk 
associated with my bank’s mobile banking services is low, Personal information exchanged over mobile banking 
services is not misused by my bank, I feel secure in providing sensitive information during mobile banking 
transactions, My bank’s Mobile banking services are prompt hence, it takes shorter waiting time, My bank’s 
Mobile banking services are prompt hence, it takes shorter waiting time, My bank’s mobile banking Services 
saves my time. 


Customer Perceived Value 

All the questions were assessed on a five-point Likert-type scale with anchors "1=strongly disagree" and 
"5=strongly agree". Customer perceived value was measured using five items adapted from (Yang & Peterson, 
2004). The five items include; Continuous innovations to mobile banking service makes me feel good, I get 
good value from the mobile banking services for a reasonable price, I don’t mind sacrificing time and efforts 
to access and use mobile banking services, Compared with other bank services such ATM, it is wise to choose 
this mobile banking services and, I believe that mobile banking services are designed with customer’s best 
interests at heart. 


Measurement of Perceived Corporate Image 

The perceived corporate image was measured with eight items adapted from (Nguyen & Leblanc, 2001). The 
questions were assessed on a five-point Likert-type scale with anchors "1=strongly disagree" and "5=strongly 
agree" The eight items were; My bank is innovative and pioneering, My bank has a good reputation, My bank 
has a better image than its competitors, My bank ethically does its business, My bank is open and responsive to 
consumers, My bank contributes to the society, In my opinion, my bank has a good image in the minds of its 
customers, and Overall, I have a good impression of my Bank. 


Covariates 

The study controlled gender, age, experience, education level, and income of the customer to eliminate their 
adverse influence on mobile banking service quality, customer perceived value, and customer retention. Gender 
was measured as either ‘Male’ or ‘Female,’ age was measured as ‘18-25 years’, ‘26-35years’, ‘36-45 years’, “46-55 
years’, ‘56-65 years’ and ‘above 66 years, the customer experience was measured based on the duration of being 
a customer as ‘below 1 year’, “1-5years’, ‘5-10 years’ and ‘above 10 years’ and education level was measured at 
‘Primary Certificate’, “Secondary Certificate’, ‘Diploma holder’, ‘Undergraduate degree’, ‘Master’s Degree’ and 
‘PhD holder’ and income level was measured as ‘less than Kshs. 9,999’, ‘Kshs. 10,000- Kshs.50, 000’ ‘Kshs. 
51,000- Kshs.99, 999’ and ‘above Kshs. 100,000 


Research Methodology 

An explanatory research design was adopted in collecting data from consumers of mobile banking services, 
drawn from two public and two private universities in the Republic of Kenya. Data was collected from a sample 
size of 400 respondents randomly selected from a target population of 3958 using a self-administered, closed- 
ended questionnaire between June 4th and 21st 2019. 
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A multistage sampling technique was employed in this study. The first stage was the choice of study location; 
Nairobi County was purposively chosen based on the fact that it is Kenya’s capital city and most of the banks’ 
headquarters are domiciled in the county and the fact that a greater number of public and private universities 
(23 out of 46) are located in Nairobi county (uniRank™, 2020). The second stage was the choice of the 
universities to draw respondents from. The Universities were clustered into two; public and private, where four 
(4) universities were randomly selected; two (2) from public universities and two (2) from private universities 
based on the list of Commission for University Education Accredited Universities - November 2017. The third 
stage was the choice of a university staff who formed the study’s unit of analysis. Systematic sampling was then 
employed, allowing every K™ element in the population to be sampled, beginning with a random start of the 
element in the range of 1 to K. Then, finally, the respondents’ consent was sought to participate in the study 
before administering the questionnaire. 


Table 1- Target Population and Sample Size 


Target Proportionate 
Sno Name of the University population Percentage sample size 

1 Kenyatta University (KU) 3000 76 303 
The Co-operative University of Kenya 

2 (CUK) 280 7 28 
Catholic University of East Africa 

3 (CUEA) 450 11 46 

4 Africa Nazarene University 228 6 23 
TOTAL 3958 100 400 


Results 


Response Rate and Demographic Profile of Respondents 


Four Hundred (400) questionnaires were issued to the respondents, only 332 were filled and returned, but only 
326 questionnaires were used since they were correctly filled. In comparison, six (6) questionnaires that were 
partially filled were excluded from the analysis. The overall survey response rate was 81%, while the non- 
response rate was 19 %. Table 2 indicates the summary of the respondents' demographic characteristics, which 
shows that 54.0% (N=176) were male and 46.0% (N=150) were female. The majority of the respondents 
(43.9%, N= 143) were of ages 26 — 35, and the least were those aged above 60 years (N=12), representing 3.7%. 
The demographic characteristics also revealed that most respondents were undergraduate Degree holders 
(46.3%, N= 151), while the minority were Ph.D. holders (4.6 %, N= 12). Moreover, the statistics show that 
most respondents (39.0%, N= 127) have been customers of the bank for between 5 — 10 years, while the least 
were those who have been customers of the bank for less than 1 year (N=19), representing 5.8%. Lastly, the 
statistics indicate that a majority of the respondents had their income ranging from between Khs. 10,000 - 
Khs.50, 999 (36.8%, N= 120), and the income ranges for a minority of the respondents (N= 120), was less than 
Khs. 9,999 representing (18.0 %,) 


Descriptive Statistics 

Table 2 displays the means, standard deviations, reliability, and correlation results for all research variables. The 
findings indicate that customer retention had the highest mean of 4.016 with a standard deviation of .610. In 
contrast, mobile banking service quality had the lowest mean of 3.860 and a standard deviation of 0.592. 
Additionally, the scale reliability was in the accepted range as the Cronbach’ Alpha was above .7 for all variables. 
Furthermore, results of correlation show that all variables were positively associated with customer retention 
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with mobile banking service quality having the highest relationship with r = .569, p < .01, followed by customer 
perceived value with r = .536, p < .01, while Perceived Corporate Image had the weakest but positive association 
with r = .246 p < .01. 


Table 2 - Means, Standard deviations, Reliability, and Correlation Results 


Name of Variable Mean SD Reliability Correlationl 2 3 4 
Customer Retention 4.016 0.610 0.762 - 

Mobile Service Quality 3.860 0.592 0.714 oo - 

Customer Perceived Value 3.974 0.642 0.701 95948 ooo o- 

Perceived Corporate Image 3.864 0.780 0.847 311 201** 246%" - 


** Correlation is significant at p < .01 (2-tailed) 


Testing for Mediation 

A mediation test was conducted to assess the mediating effect of customer perceived value on the relationship 
between Mobile banking service quality and customer retention in the Kenyan banking industry. This study 
adapted (MacKinnon eż al., 2012) four-step procedure in testing for mediation. 


ce 29 


1. The effect of mobile banking service quality on customer perceived value indicated as path “a” (Figure 
1) 
2. The effect of customer perceived value on customer retention, path “b,” (Figure 1). 


3. The effect of mobile banking service quality on customer retention while controlling for customer 
perceived value, path C’ of Figure 1. 


4. Finally, the indirect path between mobile banking service quality and customer retention via customer 
perceived value (a:Xbi). Covariates (gender, age, experience, education, and income) were included in 
the analysis. 


In the first step, as shown in Table 3 (model 1), mobile service quality was found to significantly affect Customer 
perceived value (8 = 0.532, p = 0.000). The model explains 29% of the variance while all the covariates were 
found to be insignificant. In the second step, customer perceived value was found to have a significant effect 
on customer retention, 8 = 0.363, p = 0.000 (Table 3 Model 2). Moreover, the same Model 2 (Table 3) was 
used to test for the third step while controlling customer perceived value. The study established that mobile 
banking service was found to have a significant effect on customer retention with $ = 0.372, p = 0.000. In this 
model, too, all the covariates were found to be insignificant. This model accounted for 41.1% of the variance. 


Finally, the results show that the mean indirect effect from the bias-corrected percentile bootstrap analysis 
(Model 3, Table 3) indicate that the indirect effect of mobile banking service quality on customer retention via 
customer perceived value was significant, a1 X bi = .532 X .363 = .193, SE= .036, CI= .127, 266. We established 
that both path “a,” and “bı” of the conceptual framework are significant, hence, a partial mediation between 
mobile banking service quality on customer retention via customer perceived value. Furthermore, Model 4 
(Table 3) reveals the total effect (Direct + Indirect) = .372 + .193 = .565 was found to be significant as indicated 
by 8 = 0.565, p = 0.000. This finding established that the total effect model accounts for 31.7% of the total 
variance in customer retention. Results further show that all the covariate effects were not significant. Based on 
the above results, Hypothesis 1 was supported by the study findings. 
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Table 3 - The Indirect Effect of Mobile Banking Service Quality on Customer Retention via Customer perceived value 


Variables Model 1 (CPV) Model 2 (CR) Model 3 (Total Effect) 
E po 8 po B z 
Constant -.062 .834 .024 :929 .002 .996 
Gender .057 .557 -.018 .842 003 .974 
Age .050 .370 .018 .720 036 .505 
Experience -012 .850 -.030 .600 -.035 .577 
Education -.035 .597 .058 .338 045 .487 
Income .012 .872 -.069 .290 — -.065 .355 
MobSQ oe .000 C’ = .372*** .000 2565" .000 
CustPerV - - bi = .363*** 000 - - 
R? .290 .411 .317 
F 21.683*** 31.580%** 24.611*** 
Mediation = aX bi = .532 X .363 =, 193, SE = 036 CI = .127, .266 


Testing for Moderation 
The research also hypothesized that perceived corporate image moderates mobile banking quality, customer 


perceived value, and customer retention. Results from the conditional process analysis using Hayes (2018) 
PROCESS macro vs3.2, (Model 59) are presented in Table 4 


In the first multiple regression, we sought to establish whether perceived corporate image moderates the 
relationship between mobile banking service quality and customer perceived value (shown as path a; in Figure 
1). The results as shown in (Table 4, Model 1) reveal that mobile service quality (8 = .485 p = .000) and perceived 
corporate image (8 = .146, p = .005) were both found to have a positive significant influence on customer 
perceived value. Most importantly, the interaction results indicate existence of moderation (8 = -.091, p =.039). 
We controlled for gender, age, experience, education, and income. Results indicate that all the covariates were 
non-significant in this model. The findings show that the model has R*.312, which implies that this model 
explains 31.2% of the variance in this model. This means that when the image of a bank is high, service quality 
would significantly affect customer perceived value. 


Table 4 - Moderation Results of PCI on the Study Variables 


Variable Model 1 (Customer Perceived Value) Model 2 (Customer Retention) 

B p-v B p-v 
Constant -.045 877 041 877 
Gender 053 580 -.034 .700 
Age .068 218 025 613 
Experience -.023 713 -.036 526 
Education -.030 653 .060 316 
Income 004 .960 -.071 265 
MSQ AB5*** .000 » 34 7** .000 
CPV = = 337 .000 
PCI .146** .005 167*** .000 
MSQ x PCI -.091* 039 -.112* 032 
CPVx PCI z 2 139** .007 
R2 312 443 
F 17.887*** 24.943 


Note: *p <.05, **p <.01, ***p <.001, MSQ = Mobile Service Quality, CPV= Customer Perceived Value, PCI= 
Perceived Corporate Image, MSQ x PCI and CPV x PCI = moderation effect 


54 


SEISENSE Journal of Management 


Vol 4 No 4 (2021): DOT: https://doi.org/10.33215/sjom.v4i4.672 , 47-61 
Research Article SEISENSE 


That Makes Sense! 


The finding of this interaction is further illustrated by Figure 2, which reveals that the slope of the mobile 
banking service quality and customer perceived value is positive under a strong corporate image both customers 
with low and high perceptions of corporate image. This, in essence, means that a favorable corporate image 
enhances the relationship between mobile banking service quality and customer perceived value. Based on these 
findings, Hypothesis H2 is supported. 


Moderating Effect of PCI on MSQ and PCV 
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Figure 2 - Moderating Effect of Perceived Corporate Image on Mobile banking Service Quality and Perceived Customer Value 


Secondly, we tested to establish whether perceived corporate image moderates the path from mobile banking 
service quality to customer retention (path C in Figure 1). The outcome in (Table 4, Model 2) shows that mobile 
setvice quality (8 =.347, p = .000), customer perceived value (8 =.337, p = .000), and perceived corporate image 
(8 =.167, p= .000) were all found to have a positive and a significant influence on customer retention in the 
model. In addition, results indicate that the interaction of perceived corporate image on the relationship 
between mobile banking service quality and customer retention was significant, as shown by 8 = -.112, p = 
.032. The R2 for the second regression model .443, implying that 44.3% of the variance in customer retention 
could be accounted for by the model. This means that when a bank's image is high, mobile banking service 
quality would significantly enhance customer retention. 


The finding of this interaction is further illustrated by Figure 3, which reveals that the slope of the mobile 
banking service quality and customer retention is positive under a favorable corporate image for both customers 
with low and high perceptions of corporate image. This implies that a strong corporate image enhances the 
relationship between the customer perceived value and customer retention. Based on these findings, Hypothesis 
H; is supported. 
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Figure 3 - Moderating effect of perceived corporate image on mobile banking service quality and perceived value 


Thirdly, we tested whether the perceived corporate image has a moderating effect on the relationship between 
customer perceived value and customer retention. This was tested in the same Model 2 of Table 4. All control 
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variables were included in the analysis, and none was found significant. Findings indicate that the interaction 
effect of perceived corporate image on the relationship between customer perceived value and customer 
retention is positive and significant, as shown by 8 =.139, p = 0.007. This means that when the image of a bank 
is high, customer perceived value would have a significant effect on customer retention. 


The finding of this interaction is further illustrated by Figure 3 which reveals that, the slope of the customer 
perceived value and customer retention is positive under a favourable corporate image both customers with 
low and high perceptions of corporate image. This implies that a strong corporate image enhances the 
relationship between the customer perceived value and customer retention. Based on these findings, Hypothesis 
H; is supported. 


Moderating Effect of PCI on PCV and Customer Retention 
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Figure 4 - Moderating Effect of Perceived Corporate Image on Perceived Customer value and Customer Retention 


Finally, in hypothesis H4, we postulated that perceived corporate image moderates the indirect relationship 
between mobile banking service quality and customer retention through customer perceived value. To test for 
this hypothesis, data probing was done at three levels of the moderator (perceived corporate image); at 1 


standard deviation below the mean, at the mean level and at 1 standard deviation above the mean, as shown in 
table 6. 


Table 5 - Conditional process analysis of the indirect effects of perceived corporate image 


Effect SE LLCI ULCI 
Low perceived corporate image (-1 SD) 114 .050 024 224 
Mean perceived corporate image (mean = 0) 163 036 .100 240 
High perceived corporate image (+ SD) .187 051 .100 296 


The results of the test, as shown in Table 6 indicate that the moderated mediation happened between mobile 
banking service quality and customer retention via customer perceived value at all the three levels of perceived 
corporate image (low-level b =.114, CI =.024, .224, mean level b =.163, CI =.100, .240 and high-level b = .187, 
CI =.100, .296). However, results reveal that the moderated mediation effect was much stronger at the higher 
level of the perceived corporate image (1 standard deviation above the mean) than at the lower level and the 
mean level (1 standard deviation below the mean and at the mean level). The findings are further illustrated in 
Figure 5. 
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Conditional Indirect Effect of PCI on MSQ and CRN via CPV 
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Figure 5 - Moderation of Corporate image on Mobile service quality and Customer retention via Customer Perceived Value 


Discussion 


The goal of this study is fourfold; first was to explore the direct effects of the study variables on customer 
retention in the Kenyan banking industry, secondly was to determine the mediating effect of customer perceived 
value, thirdly was explore the moderating effect of corporate image, the fourth and final goal was to determine 
the moderating effect of corporate image on the indirect link between mobile banking service quality and 
customer retention via customer perceived value. 


We postulated that high mobile banking service quality, customer-perceived service value, and a strong 
corporate image directly affect customer retention. The results support the hypothesis. The study established 
that mobile banking service quality has a positive and significant effect on customer retention. Literature on 
service quality indicates that the greater the quality perceived, the stronger the relationship commitment and 
repurchase intentions (Srivastava and Sharma, 2013). Furthermore, Surendra (2015) established that mobile 
banking service quality is one of the critical success factors influencing a bank’s competitiveness. The findings 
are supported by earlier findings by Ranaweera and Neely (2003), who established a positive association between 
perceived service quality and customer repurchasing or retention. We, therefore, argue in this study, customers 
consider the quality of the mobile banking services when evaluating the service provider to decide whether to 
continue using the service or not. Hence, the higher the service quality, the higher the retention rates. On the 
contrary, the lower the quality of the mobile banking services, the higher the defection rates or customer churn. 


The study findings also reveal a positive and significant effect of customer perceived value on customer 
retention. These findings support previous research in customer relationship management which links customer 
perceived value and customer retention. For instance, Milan eż a/., (2015) established that clients in the corporate 
market are more willing to keep relationships with existing suppliers if they are being attended to with elevated 
value. The findings are also supported by the ideas of Carlos eż a/.,(2006), who suggested that a relationship 
journey between a bank and its customer where both parties hope to obtain certain advantages and benefits 
(value) through the working and development of the relationship, the advantages that the service provider 
obtains from the relationship are linked to the loyalty of the customer. We argue in this study that customers 
engage in a matching process in establishing value for their money. Hence, where services match or exceed the 
customers’ perceived value expectation, they are influenced to make repeat purchases. 


Moreover, the findings of this study confirm that customer perceived value mediates the link between mobile 
service quality and customer retention. We argue in this study that when a bank offers superior quality of mobile 
banking services, it improves the customer perceived value and which will in turn influence patronage of the 
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m-banking services. This shows how critical it is for mobile banking service providers to offer their customers 
the right information and quality m-banking services via m-banking channels since this contributes to high 
perceived value in their clients' minds. This influences their decisions on whether to stay with or switch from 
the m-banking service provider. 


Another important finding was that perceived corporate image has a positive moderating effect on the 
relationship between mobile banking service quality and customer retention. Indeed, we postulated that 
customer retention will be higher when the firm’s perceived corporate image is high. We argue that consumer 
behavior is largely guided by perceptions, such that when a firm’s corporate image is good, customer perceived 
value and service quality will be high and which consequently will lead an enhanced customer retention. 


Finally, our findings confirm the fourth hypothesis percetved corporate image moderates the indirect 
relationship between mobile banking service quality and customer retention via customer perceived value in 
such a way that the relationship is significant at all the three levels of perceived corporate image (low level b 
=.114, CI =.024, .224, mean level b =.163, CI =.100, .240 and high level b = .187, CI =.100, .296). However, 
results reveal that the moderated mediation effect was much stronger at the higher level of perceived corporate 
image (1 standard deviation above the mean) than at the lower level and at the mean level (1 standard deviation 
below the mean and at the mean level. 


Conclusion 


This study provides an important research model in understanding the role of mobile banking service quality, 
customer perceived value, and perceived corporate image in influencing consumers of mobile banking services 
to commit to patronizing the bank consistently in the future. Based on this study results, it has been clarified 
that mobile banking service quality, customer perceived value, and perceived corporate image are the powerful 
drives of customer retention. Moreover, this study concludes that mobile banking service quality influences the 
customer's perceived value, enhancing customer retention. Additionally, the study reveals that customers’ 
perception of the banks’ corporate image influences their attitudes towards the bank and how they commit to 
patronizing mobile banking services consistently in the future. The implication of this is that the customer 
decisions to commit to staying with the bank is partly depend on their perceptions towards the banks’ corporate 
image, quality of the banks’ mobile banking services, and the customer's perceived value, hence the variables 
used in this study plays a critical role in the customer’s decision making the process. 


Theoretical and Managerial Implications 

This study carries several theoretical contributions to the customer relationship management and consumer 
behavior literature from a theoretical perspective. First, this study adopted a comprehensive moderated 
mediated model to investigate the effects of mobile banking service quality, customer perceived value, and 
corporate image on customer retention. Moderated mediated models have not yet been featured in the extant 
services marketing or bank marketing literature for enhancing customer retention to mobile banking services 
via customer perceived value and perceived corporate image. Therefore, the study findings provide new insights 
that the effects of mobile banking service quality on customer retention are mediated by customer perceived 
value. These mediation effects are moderated by perceived corporate image. The findings further contribute to 
knowledge through the mediation and moderation effects models. 


Second, it is worthy to note that this study was carried out in Kenya, a developing country in the eastern part 
of Africa. In Kenya and other developing countries, mobile banking technologies are at the initial stages of the 
product life cycle and experiencing enormous e-banking growth in mobile banking services. This 
notwithstanding, insufficient research exists surrounding mobile banking services and customer retention in the 
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Kenyan context. Hence, this study provides valuable insights into the customer retention and mobile banking 
services research literature. 


Thirdly, the study findings support all the theories that were adopted. The study used the leaky bucket theory 
developed by Ehrenberg, (1988) to emphasize the significance of maintaining a consistent base of customers 
for a business to operate at a profitable level while recognizing that customer acquisition was still important to 
replace the customers who may have switched (leaked) for whatever reasons. The theory postulates that a 
company can only succeed in business if it restricts the flow of old customers and both a flow of new customers. 
The study also used the customer value/retention model developed by Weinstein, (2002) to theoretically argue 
a relationship between service quality, customer perceived value, and customer retention. Finally, the M-S- 
QUAL model designed by Surendra, (2015), was used to theoretically argue a relationship between mobile 
banking service dimensions and customer retention. The study, therefore, contributes to understanding these 
theories in the mobile banking service context. 


The study also supports prior literature and recent advances in the general marketing and consumer behavior 
literature, which have all reported that service quality, perceived customer value and perceived corporate image 
greatly influences consumer behaviour. The most important contribution is evident in the complex moderated 
mediation model used in this study. Previous studies have mainly focused on simple main effects and mostly 
on the bi-variate nature ignoring the accepted fact that consumer decision making is a complex and 
comprehensive process. Simple models, therefore, fail to capture the complex nature of consumer decision- 
making. This study, therefore, breaks into this new ground of embracing a more complex model of consumer 
behavior. 


Overall, the findings are insightful and contribute to the services marketing and customer behavior literature, 
especially in the banking services marketing context. This study is useful to the researchers who are interested 
in furthering their understanding of mobile banking services. 


Implications for Future Research 

This study has contributed to and enriched the body of knowledge on the complex nature of consumer decision- 
making processes. However, it has opened up gaps that future studies may pursue to enhance knowledge in this 
area. First, the study used quantitative data to analyze its findings; future studies may consider incorporating 
quantitative and qualitative data as this may reveal other aspects that enhance customer retention than those 
mentioned in the current study. In addition, the study adopted a cross-sectional research design as all data were 
collected at one point in time; which makes it difficult to generalize the findings and account for changes that 
may occur in the mobile banking technologies, which may tilt the customer’s attitude and perception of quality, 
value, and image. Therefore, future research may consider using longitudinal designs to seek more evidence for 
the assumptions made in this study. Furthermore, data collected for this study was from only one region of the 
Republic of Kenya. Future studies should consider testing the present model on other populations and a wider 
area, and a large target population to validate our findings. 
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Purpose: The underlying factors connecting psychological contract 
fulfillment (PCF) to attitude towards organizational change (ATOC) 
have not received much attention in organizational behavior literature. 
Hence, this study examined the mediating role of affective 
commitment (AC) and the moderating role of empowering leadership 
(EL) in the relationship between PCF and ATOC among employees 
in private organizations. 


Design/Methodology: This is a quantitative cross-sectional survey. 
Systematic sampling was utilized for collecting data from employees 
in private organizations in Delta State, Nigeria, via standardized self- 
report measures. The sample consisted of 224 employees with a mean 
age of 28.56 and a standard deviation of 6.41. Regression analysis 
(Model 1 and 4 of Hayes PROCESS Macro) was used for testing the 
hypotheses through IBM SPSS version 26. 


Findings: The results showed that PCF and AC were positive and 
significant predictors of ATOC. The results also revealed a significant 
mediating effect of AC and a moderating effect of EL in the 
relationship between PCF and ATOC. 


Practical Implications: Human resources management (HRM) in 
ptivate organizations should promote practices that enhance 
employees' attachment to the organization. Also, top managerial staff 
should be encouraged to practice empowering leadership because it 
promotes positive workplace behaviors. 


Originality/ Value: The present study enhances and brings new critical 
knowledge regarding the mediating role of AC and the moderating 
role of EL in the relationship between PCF and ATOC. 
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Introduction 


To promote employees' attitude towards organizational change (ATOC), some salient factors such as 
psychological contract fulfillment (PCF), affective commitment (AC), and empowering leadership (EL) need to 
be considered. Organizations worldwide are constantly faced with internal and external pressure through 
technological change, changing nature of employment, socio-demogtaphic trends, and globalization. Hence, 
organizations must initiate change to stay competitive and strive for long-term sustainability (Beycioglu & 
Kondakci, 2020). Organizations must continually implement changes in their structure, strategies, and business 
process to stay competitive and keep up with global demands (Fuch & Prouska, 2014). Change in an 
organization focuses on developing, reforming, improving, or restructuring (Louis et al., 1999). Organizational 
changes usually occur due to some forces in the environment which include: changes in consumers’ needs and 
preferences, new technologies, economic force, increase in global competition, and the introduction of new 
business guidelines by governments (Murthy, 2007). The introduction and implementation of change is the 
responsibility of the organization because change is necessary for organizational sustainability. The human 
factor in the organizations is an important part of this process because these changes usually have impact on 
the work process. It becomes a major challenge for organizations when employees respond negatively to 
organizational change. Hence, the employees become vital to change implementation in the organization. 
Employees need to accept changes introduced by the organization for successful implementation to occur. 
Therefore, it becomes pertinent to understand employees’ attitude towards change in the organization and the 
possible individual and organizational antecedents of employees’ attitude towards change. 


Researchers have continually explored the determinants of ATOC, and this process is ongoing. In the current 
study, PCF is used as an antecedent of attitude towards organizational change while also investigating the 
mediating role of AC and the moderating role of EL on the proposed relationship. Empirical efforts have been 
made in understanding how PCF influences various workplace behavior related to organizational change and 
attitude towards change in the organization (e.g., van den Heuvel et al., 2017; van den Heuvel & Schalk, 2009; 
Liu et al., 2020). These empirical efforts are largely appreciable, but some gaps in the literature gave necessity 
to the current study. First, the literature linking PCF and ATOC is in dearth and have been mainly based on 
the work of van den Heuvel & Schalk (2009) and van den Heuvel et al. (2017), making it necessary to conduct 
more research to validate the research proposition and add to the literature especially as it relates to the current 
research location (Nigeria). The choice of PCF as an antecedent of ATOC is informed by social exchange 
theory which supports the notion that through the fulfillment of the psychological contract in the organization, 
employees are likely to carry out positive workplace behavior such as the acceptance of change and the display 
of positive attitude towards change (Blau, 1964). Second, a mediation and moderation analysis was conducted 
to understand better and further investigate PCF and ATOC. AC is utilized as a mediating variable, and EL is 
adopted as a moderating variable. Thus, to fill these research gaps, the objectives of the study are as follows: 
(1) to examine the direct relationship between PCF and ATOC, (2) investigate the relationship between AC and 
ATOC, (3) to explore the mediating role of AC in the relationship between PCF and ATOC, and (4) to explore 
the moderating role of EL in the relationship between PCF and ATOC. Investigating these objectives will be 
of great value in expanding the literature on the fulfillment of the psychological contract, attitude towards 
change in the organization, affective commitment, and empowering leadership. 


Literature Review and Development of Hypotheses 


Psychological Contract Fulfillment (PCF) 

Psychological contract fulfillment (PCF) is an important organizational factor that management practitioners 
and researchers should consider. PCF is defined as the employees! beliefs regarding how the organization 
responds to the obligations owed to the employees and the measures taken to fulfill these obligations (Rousseau, 
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1995). It also refers to the unwritten reciprocal expectation between the organization and the employees where 
both parties expect to benefit from the relationship (Kotter, 1973; Rousseau, 1995). Social exchange theory 
(Blau, 1964; Gouldner, 1960), built on reciprocal norms, has been used to explain the organization's fulfillment 
of the psychological contract. Hence, PCF has implications for various workplace behaviors. The fulfillment of 
a psychological contract can promote positive workplace behavior. 


On the other hand, when the organization fails to fulfill its obligations to the workers, it can lead to negative 
workplace behavior (Gardner et al., 2019). PCF, according to Rousseau (1995), is the perceived explicit (relating 
to verbal promises made to employees) and implicit (based on the employee's observations in the workplace) 
messages from the organization, which are primarily subjected to the employee perception and interpretation. 
Trust is enhanced by fulfilling the psychological contract, promoting positive workplace behaviors (Liu et al., 
2020). 


Attitude towards Organizational Change (ATOC) 

A critical element of change in every organization is the employees’ attitude towards it (Lenberg et al., 2017). 
Therefore, it becomes necessary to understand the concept of attitude. Attitude is the evaluative belief held by 
an individual about a specific behavior, events, people, or ideas and their possible consequences (Robbin & 
Judge, 2019). The literature supports the notion that the attitude of individuals influences their behavior, and 
this notion has theoretical and empirical support. Theoretically, the theory of reasoned action offers support 
for this notion. The theory proposed that the best predictor of individual actions are their intentions, which to 
a large extent is determined by their attitude (Ajzen & Fishbein, 1977). Empirically, workplace attitudes such as 
organizational identification and organizational-based self-esteem have been found to influence employees’ 
turnover intention (Oguegbe & Edosomwan, 2021). Organizational change is when some salient aspects of the 
organization, such as structures, strategies, methods of operation, technologies, and culture, go through changes 
that influence activities within and outside the organization (Juma, 2014). Hence, ATOC refers to an employee’s 
evaluative beliefs concerning the occurrence of change within the organization which could be positive (when 
an employee accepts the change) or negative (when employee resists the change), both of which have some 
implications to the outcome of the change that is being implemented (Nwanzu & Babalola, 2019). 


Affective Commitment (AC) 


Employees’ commitment to the organization is a highly researched area in organizational behavior literature. 
The importance of employees' commitment to the organization cannot be undermined. Although 
organizational commitment has three unique dimensions (affective, continuance, and normative commitment), 
this study is focused on affective commitment. Generally, organizational commitment refers to how employees 
identify with the organization, are emotionally involved, participate in the work process, accept the 
organization's values and goal, and continually choose to be a member of the organization (Meyer & Allen, 
1991). It is an intense desire by the employees to be a member of the organization, use increased expertise on 
its behalf, and accept its norms, values, and goals (Luthans, 2015). This study focuses on the aspect of 
commitment linked to psychological and emotional attachment to the organization. AC refers to the emotional 
involvement and identification with the organization, i.e., having a feeling of belonging and being emotionally 
attached to the organization (Allen & Mayer, 1990; Tjahjono, 2014). 


Empowering Leadership (EL) 

This is another vital organizational variable that is being considered in this study. EL has been observed to 
influence employees’ workplace behavior. According to Srivastava et al. (2006), EL is a unique leadership type 
focused and built on a commitment to performance implementation and participatory decision-making where 
subordinates can contribute constructively to the decisions that affect the work process to achieve increased 
performance. EL is heterogeneous, consisting of various characteristics such as collective, facilitative, and 
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participatory leadership (Criveanu & Iordache, 2015). Although EL is heterogeneous, a distinct feature of this 
leadership style is that power is shared among subordinate or team members, positively influencing their 
performance and level of motivation in the workplace (Srivastava et al., 2006). Ahearne et al. (2005) noted that 
EL captures four key features making it a strong predictor of employee behavior. These features are: (a) there 
is an emphasis on the significance of the work process, (b) subordinates and team members can freely participate 
in the decision making, (c) building employees confidence in their capacity for achieving increased performance, 
and (d) making sure that the employees do not experience any form of bureaucratic constraints during the work 
process. These were described based on the conceptualization of empowerment by Conger and Kanungo 
(1988). They noted that the significant factor in empowerment is the motivation process, not basically the 
simple delegation of power to subordinates or team members. This points to the fact that for empowering 
leaders to be in existence, the leaders need to have the capacity to motivate employees, make sure that each 
employee understands their role in the workplace, ensure employees are involved in decision making, ensure 
that employees have the trust that they can carry out their tasks effectively, and do their best to make the work 
process simple for the employees (Ahearne et al., 2005). Empowering leaders utilize high involvement 
management approaches by ensuring that authority and responsibilities are shared among subordinates (Leach 
et al, 2003). By creating a positive work environment and satisfying subordinates’ needs for well-being, 
empowering leaders promotes positive workplace behavior (Inceoglu et al., 2018). 


Psychological Contract Fulfillment and Attitude towards Organizational Change 

PCF is linked to the reciprocal norm in every social relationship (Blau, 1964; Gouldner, 1960), which indicates 
that PCF could lead to positive workplace behavior such as acceptance of change and positive attitude towards 
organizational change. Based on the proposition of social exchange theory, when employees perceive that the 
organization fulfills its obligations towards them, there is a strong likelihood that they will respond positively 
to change in the organization. Empirical findings further support this. PCF has been linked to less resistance to 
organizational change (van den Heuvel & Schalk, 2009). PCF promotes a positive attitude towards 
organizational change and reduces employee turnover intention (Van den Heuvel et al., 2017). The fulfillment 
of a psychological contract can promote trust in the organization (Liu et al., 2020), making employees believe 
in the change process and readily accept the change implemented in the organization. Based on the available 
theoretical and empirical literature, it is hypothesized that: 


Hypothesis One (Hi): PCF will positively and significantly predict ATOC. 


Affective Commitment and Attitude towards Organizational Change 

Some empirical findings give support to the relationship between AC and ATOC. AC, which refers to the 
emotional bond employees have for the organization, has been found to positively influence the change-related 
outcome in the organization, such as readiness for change, personal and organizational valence (Visagie & Steyn, 
2011), and the acceptance of the organizational change (Kamudin, 2006). AC leads to a positive perception of 
change (Visagie, 2010) which implies that when employees are emotionally attached and feel belonging to the 
organization, they are more likely to percetve change positively when it is introduced. Similarly, Chih et al. 
(2012), while investigating employees’ satisfaction with their job and organizational commitment on ATOC, 
found that organizational commitment has a larger impact on attitude towards organizational change than job 
satisfaction. These studies are further supported by Edosomwan et al. (2020). The researchers found that AC 
was positively related to ATOC while investigating the role of perceived employability on attitude towards 
organizational change and affective organizational commitment. This supported the notion that AC is positively 
associated with ATOC. On the ground of the above review, it is hypothesized that: 


Hypothesis Two (H2): AC will positively and significantly predict ATOC. 
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Affective Commitment as a Mediator 

The literature supports the view that AC leads to positive workplace behaviors in the organization, indicating 
that it has a role as a mediator between PCF and ATOC. For example, AC has positively influenced ATOC and 
reduced turnover intention (Edosomwan et al., 2020; Shafqat & Mushtaq, 2020; Yukongdi & Shrestha, 2020). 
AC has also been linked to increased well-being, job satisfaction, and reduced emotional exhaustion 
(Huyghebaert et al., 2017). Although, literature is absent regarding the mediating role of AC in the relationship 
between PCF and ATOC. AC has been found to mediate various workplace outcomes in management research. 
AC has also been found to mediate the relationship between procedural justices and job performance, perceived 
organizational support and job performance (Tjahjono et al., 2020), ethical leadership and school effectiveness 
in a population of teachers (Negis Isik, 2020), authentic leadership, and employee creativity (Ribeiro et al., 2020), 
transformational leadership and turnover intention; where it impact in the relationship reduced employee 
turnover intention significantly (Gyensare et al., 2020), transformational leadership and organizational 
citizenship behavior (Lee et al., 2018), and workplace friendship and turnover intention (Hsu et al., 2020). AC 
has also been found to mediate the relationship between PCF and turnover intention, such that the relationship 
decreased when the affective commitment was high (Shafqat & Mushtaq, 2020). Based on the empirical 
literature reviewed, it is hypothesized that: 


Hypothesis Three (Hs): AC will mediate the relationship between PCF and ATOC. 


Empowering Leadership as a Moderator 

There is a scarcity of studies that examine EL as a possible moderating variable in the proposed relationship of 
PCF and ATOC. Hence, the literature reviewed is based on empirical work that explains the moderating role 
of EL in the proposed relationship. Based on the literature, EL has been utilized as a moderating variable across 
various studies. Literature indicates that EL moderates the relationship between informal hierarchy and team 
creativity (Oedzes et al., 2018), intrinsic motivation and creativity (Long & Khoi, 2020), deviant workplace 
behaviors, firm performance, and job satisfaction (Shehawy, 2021). EL has been utilized as a possible mediating 
variable as well. The literature indicates that EL mediates the relationship between psychological empowerment 
and organizational commitment (Bixby, 2016). An argument in favor of the moderating role of EL is based on 
the logic that the existence of EL in an organization promotes positive workplace behavior and reduces negative 
behavior and malfunctioning at work. The proposed moderating role of EL is supported by affective event 
theory (AET), which posits that events occurring in the organization influence employee behavior, i.e., 
employee experiences in the workplace influence various workplace outcomes (Weiss & Cropanzano, 1996). 
Therefore, based on the proposition that EL can instill positive behavior among employees in the organization; 
employees who are exposed to a high degree of EL will be more predisposed to a positive attitude towards 
organizational change, i.e., they are likely to have a positive response to changes in the organization compared 


Affective Commitment 
(AC) 


Psychological Contract Attitude towards 
Pulfillment Organizational Change 
(PCF) (ATOC) 


Empowering Leadership (EL) 


Figure 1 - Conceptual framework depicting the relationships among the variables 
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to employees who experience a low degree of EL in the organization. Based on the empirical and theoretical 
literature reviewed, it is hypothesized that: 


Hypothesis Four (H4: EL will moderate the relationship between PCF and ATOC. The association is more 
robust when EL is high rather than low. 


The relationships among the variables of interest are presented in the conceptual framework figure 1. 
Methodology 


Sample and Procedure 

Two hundred and twenty-four (224) employees were sampled from twenty-three private organizations in Delta 
State, Nigeria. Change is necessary for the sustainability of private organizations in Delta State. Therefore, 
private organizations need to understand better organizational and individual factors that influence employees’ 
attitudes towards change. Participants were selected from educational institutions, banking institutions, and 
hospitality organizations characterized by private ownership. The rationale behind adopting many organizations 
was to test the hypotheses with a diverse sample of private organizations. The sample consisted of 148(66.07%) 
males and 76(33.93%) females; 103(45.98%) single and 121(54.02%) married; 158(70.54%) were junior staff 
while 66(29.46%) were the senior staff. The mean age of the respondents was 28.56 years, with a standard 
deviation of 6.41. All the participants had a formal education with a minimum of ordinary level certification, 
accounting for 41(18.30%). The majority of the respondents, 173(77.23%), had a first-degree certification that 
supported and gave validity to the use of self-report measure, accounted for the efficiency in the participants' 
response to, and the return rate of the questionnaires. The demographic analysis further indicated that the 
participants had spent between 2-13 years in the organization they work for with a mean of 5.24 (SD, 3.22 
Range, 11). The researchers sought the permission of employees in the participating organizations before the 
administration of the questionnaires. Two hundred and fifty-four (254) questionnaires were distributed within 
six weeks through systematic sampling utilizing one (1) as the #żh case. Two hundred and thirty-three (233) 
questionnaires were retrieved. This accounted for a questionnaire return rate of 91.73%, which was largely 
satisfactory. However, after data cleaning, which involved the removal of the questionnaires that were not 
properly filled or completed, two hundred and twenty-four (224) were used to analyze data. The return rate of 
the questionnaires was satisfactory because it was above the requirement for survey responses and trends in 
management research (Baruch & Holton, 2008). As reported by Baruch & Holton (2008), it was suggested that 
an average return rate of 52.70% is largely satisfactory for studies where data is collected from individuals. Also, 
the return rate was largely above the return rate requirement (where 50% was agreed to be adequate, 60% being 
good, and 70% indicating a very good response return rate) put forward by Babbies (1998). The sample size in 
this study has a 90% power of detecting if an association is present between each pair of variables utilized in 
this study (at p < .05), that is, if an association exists between the pairs of variables (Dewberry, 2004). 


Measures 

Four standardized instruments were adopted for the collection of data. They are psychological contract 
fulfillment, attitude towards organizational change, empowering leadership, and affective commitment scales. 
A 5-point Likert format (1 = strongly disagree to 5 = strongly agree) was adopted for all the scales. The scales 
are discussed below: 


Psychological Contract Fulfillment 

The scale developed by Henderson et al. (2008) was adopted for this study. It is a 4-item scale developed to 
measure the perceived obligation of the organization towards the employees (as perceived by the employees). 
Sample items from the scale include: "considering the promise made to me, my organization has not lived up 
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to the expectations" and "my organization has always fulfilled the promises made to me." Negative items were 
reverse coded, and the total scores indicate employees perceived psychological contract fulfillment. The factor 
loading for the scale as reported by the developers ranged from .59 to .89 with a Cronbach's alpha of .80. 


Attitude towards Organizational Change 

This was measured by the scale developed by Dunham et al. (1989). It is an 18-item scale consisting of three 
dimensions, namely; cognitive (measured with six items, e.g., I look forward to changes at work), affective 
(measured with six items, e.g., changes tend to stimulate me), and behavioral (measured with six items, e.g., I 
usually hesitate to try new ideas). The literature indicates that the scale has satisfactory psychometric properties 
(Edosomwan et al., 2020; Nwanzu & Babalola, 2019). 


Affective Commitment 

The 8-item subscale from the organizational commitment scale developed by Allen and Mayer (1990) was used 
in measuring AC. The AC scale measures employees’ emotional connection or attachment to their organization. 
Going by adequate factor loading (> .60) and the absence of content overlap, Philippaers et al. (2019) selected 
four items from the original Allen and Mayer (1990) 8-item scale. These four items were utilized for this study. 
Sample items from the scale include: "I feel a strong sense of belonging to the organization I work for" and "I 
am emotionally attached to the organization I work for." A Cronbach's alpha of .85 was reported for the 8 item 
scale (Allen & Mayer, 1990), while Philippaers et al. (2019) analysis of the 4-item scale meets satisfactory 
psychometric requirements. Edosomwan et al. (2020) reported .83 Cronbach's alpha for the 4-item scale. 


Empowering Leadership 

A 12-item scale developed by Ahearne et al. (2005) was adopted for measuring the construct of EL. The scale 
comprises four dimensions; meaningfulness of work, participation in decision making, confidence in 
performance, and autonomy. Sample items from the scale are: “my manager believes in my ability to improve 
even when I make mistakes" and “my manager helps me understand how my objectives and goals relate to the 
organization.” A Cronbach’s alpha of .89 was reported for the scale. 


Design and Statistical Tool 


This is a cross-sectional study. It is cross-sectional because data were collected from all the participating private 
organizations at one point in time. The empirical data were managed and analyzed with the IBM SPSS version 
26. The demographic characteristics of the participants were analyzed; this was followed by correlation analysis 
and the reliability coefficient of all the measures in the study. The direct, indirect, and conditional effects were 
tested with regression analysis via the IBM SPSS add-on (PROCESS Macro 3.4.1) utilizing simple mediation 
(model 4) and simple moderation (Model 1) analysis, respectively. 


Common Method Variance 

Method variance or bias has always been a challenge in the survey-based study. Therefore, controlling for these 
factors is very necessary to improve the quality of the data collected. Some critical methods suggested in the 
literature were adopted to control and minimize common method variance. To control for common method 
variance, the letter attached to the questionnaire guaranteed the anonymity, and made the respondents 
understand that there are no right or wrong responses to guide and prevent them from giving responses that 
are socially desirable. Also the questionnaire was built in a way that respondents can easily understand by using 
clear and brief items (Tehseen et al., 2017; Podsakoff et al., 2012). 
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Results 


Reliability, Validity, and test of Normality 

Reliability, validity, and test of normality are discussed in this section. The measures utilized for collecting data 
in this study were checked for content and convergent validity. Content validity was achieved by adopting an 
existing scale and qualitative assessment of the scale items by experts. In contrast, convergent validity was 
attained through inter-item correlation values. The observed values were within the range of 0.2 - 0.5, which 
was mainly deemed satisfactory (Garson, 2013; Netemeyer et al., 2003). The reliabilities of the measures and 
test of normality for the data are provided in Table 1. The reported reliability shows a strong internal consistency 
across all the measures used for the present study. The reliability values were above .70, which met the standard 
statistical requirement as the reliability values >.70 are considered broadly satisfactory (Feldt & Kim, 2008; 
Howitt & Cramer, 2011). Regarding the normal distribution of the data collected, which is one of the 
requirements for this kind of study, the normality test was conducted using skewness and kurtosis. The 
skewness and kurtosis values were within the range of -1.36 to +2.62, which was acceptable. This indicates that 
the data were normally distributed and primarily suitable for this study (Gbasemi & Zahediasl, 2012; Hair et al., 
2013). 


Table 1: Reliability and normality test 


Variables No. ofitems Cronbach’s« Skewness SE skewness Kurtosis SE kurtosis 
PCF 4 85 -1.36 16 2.62 32 
ATOC 18 74 -1.17 16 1.30 32 
AC 4 .86 -.56 16 -.28 32 
EL 12 .91 -.40 16 11 32 


Note: PCF = psychological contract fulfillment; ATOC = attitude towards organizational change; AC = 
affective commitment; EL = empowering leadership; SEskewness = Standard error of skewness ; SEkurtosi = 
Standard error of kurtosis. 


The mean, standard deviation, and correlation coefficients of all the variables considered in the study are shown 
in table 2. The table showed the mean values and they are as follows: PCF = 3.94, ATOC = 3.88, AC = 3.68, 
and EL = 3.44. Furthermore, the standard deviation values for the variables were within the normal range, i.e., 
they were not too high or too low. There was also a bivariate correlation among all the pairs of variables utilized 
in the present study, some consistent with the proposed theory and previous empirical findings. For example, 
PCF was significantly related to ATOC (r = .57, p < 0.01), and AC (r = .34, p < 0.01). Thus, the data were 
considered appropriate for further analysis. PCF and ATOC with a correlation value of .57 was the highest 
correlation indicated in the table. Correlational values below .80 indicate the absence of multicollinearity 
(Kumari, 2008). From the observed correlations, multicollinearity was not an issue among the study variables. 


Table 2: Mean, standard deviation, and correlation coefficient of the variables 


Variables Mean SD PCF ATOC AC EL 
PCF 3.94 .84 1 
ATOC 3.88 .91 AE 1 
AC 3.68 .94 34e* ,54** 1 
EL 3.44 .83 A7* 250% .35** 1 


Note: **p < 0.01; *p < 0.05; PCF= psychological contract fulfillment; ATOC = attitude towards organizational 
change; AC = affective commitment; EL = empowering leadership. 
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Hypothesis Testing 

Simple mediation and moderation analysis using PROCESS Macro (model 4 and 1 respectively) with 5000 
bootstrapping (Hayes, 2013) were conducted to test the direct, indirect, and conditional effects as stated in the 
research hypotheses. Through the simple mediation analysis using PROCESS Macro (Model 4), the results for 
the first three hypotheses were ascertained (Hi, H2, and H3) while the results of the fourth hypothesis (H4) were 
achieved through the simple moderation analysis utilizing PROCESS Macro (Model 1). Table 3 depicts the 
results of the simple mediation model. In line with hypothesis 1, the results showed that PCF positively and 
significantly predicted ATOC (8 = .48, t = 8.46, p < 0.01). Hence, hypothesis 1 was accepted. In favor of the 
second hypothesis (Hə), the results indicated that AC was a positive and significant predictor of ATOC (8 = 
37, t = 7.47, p < 0.01). Hypothesis 2 was accepted. These results support the mediational paths and are 
consistent with hypothesis 3, which checked for AC as a mediator of the first direct effect model. The results 
indicated that AC mediates the relationship between PCF and ATOC (8 = .14, LLCI = .07, ULCI = .23). The 
indirect effect was significantly different from zero, i.e., zero was not found between lower limit confidence 
interval (LLCI) and upper limit confidence interval (ULCI). Hence, mediation was established, and hypothesis 
3 was accepted. 


Table 3: Simple mediation analysis of AC on PCF and ATOC 


Direct Effect Model 
outcome = Attitude towards Organizational Change (Y) 
Predictors B SE T P LLCI ULCI 
Psychological Contract Fulfillment (X) 48 .06 8.46 .00 7 .59 
Affective Commitment (M) aT .05 7.47 .00 27 7 
Indirect Effect of PCF (X) on ATOC (Y) 
Affective Commitment (M) Effect Boot standard error LLCI ULCI 
14 .04 .07 23 


Note: PCF= psychological contract fulfillment; ATOC = attitude towards organizational change; LLCI = lower 
limit confidence interval; ULCI = upper limit confidence interval. 


Furthermore, table 4 below depicted the simple moderation analysis. First, the results showed that EL positively 
and significantly predicted ATOC ( = .17, t = 2.90, p < 0.01). In congruence with the fourth hypothesis (H4), 
the results showed that EL moderated the relationship between PCF and ATOC (6 = .20, p < 0.01, LLCI = 
07, ULCI = .34). 


Table 4: Simple moderation analysis of EL on PCF and ATOC 
Outcome = Attitude towards Organizational Change (Y) 


Predictors B SE T P LLCI ULCI 
Empowering Leadership (W) Ag .06 2.90 .00 .05 .29 
Int_1 PCF X) x ELW) .20 .07 2.94 .00 .07 .34 
Conditional Effects of X on Y at values of the Moderator (s) 

Moderator Effect SE LLCI ULCI 
Low Empowering Leadership -.83 .42 .09 25 .58 
High Empowering Leadership .83 .75 .08 .60 .91 


Note: PCF= psychological contract fulfillment; EL = empowering leadership; LLCI = lower limit confidence 
interval; ULCI = upper limit confidence interval. 
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The results of table 4 further demonstrated the conditional effect of PCF on ATOC at values of the moderator 
variable. The results showed that the positive relationship between PCF and ATOC was stronger when EL was 
high and weak when EL was low. Two specific values of EL were utilized to show the conditional effect of 
PCF on ATOC: -1 standard deviation (-.83, > mean value) and +1 standard deviation (.83 < mean value). The 
effect was significant and stronger for participants with high EL (8 = .75, P < 0.01, LLCI = .60, ULCI = .91) 
and significant but weak for participants with low EL (8 = .42, P < 0.01, LLCI = .25, ULCI = .58). The effects 
are shown in the graph below: 


ææ Low Empowering Leadership esse High Empowering Leadership 


ATTITUDE TOWARDS 
ORGANIZATIONAL CHANGE 
Ww 


Low psychological contract fulfillment High psychological contract fulfillment 


Figure 2. Moderating effects of EL on the relationship between PCF and ATOC 


Discussion 


This study examined the relationship between PCF and ATOC among employees in private organizations in 
Delta State, Nigeria. The study also examined the mediating role of AC and the moderating role of EL on the 
relationship between PCF and ATOC. Four hypotheses were tested. The analysis of data and research findings 
confirmed the four hypotheses drawn for this study. The first hypothesis (Hı), which stated that PCF would 
positively and significantly predict ATOC, was supported. PCF was a significant and positive predictor of 
ATOC. This result is congruent with the few studies linking PCF to organizational change, such as PCF leading 
to less resistance to change (van den Heuvel & Schalk, 2009) and promoting a positive attitude towards change 
in the organization (Van den Heuvel et al., 2017). This is further supported by social exchange theory through 
the reciprocal norm, which usually exists between two parties (Blau, 1964; Gouldner, 1960). This relationship 
is generally based on the action of one party to another (e.g., the organization and the employees). By fulfilling 
the psychological contract in the organization, the level of trust employees has for the organization increases, 
which could positively impact attitude towards organizational change. Thus, the result aligns with the theory 
that fulfilling psychological contracts or obligations instill a positive attitude towards organizational change. 
This is seen when employees reciprocate the organization's activities through positive workplace behavior. The 
hypothesis (H2), which stated that AC would positively and significantly predict ATOC, was also supported. 
This gives support for the role of AC in predicting employee's ATOC. This finding is in line with the extant 
literature. For example, the finding is consistent with Kamudin (2006), who found that AC positively influences 
the acceptance of organizational change, while studies carried out by Visagie (2010) and Visagie and Steyn 
(2011) indicated that AC positively influences readiness and acceptance of the organizational change. More 
specifically, the direct link between both variables found in this study was also supported by the extant literature 
(Chih et al., 2012; Edosomwan et al., 2020). Therefore, the emotional attachment the employee has towards the 
organization positively influences attitude towards change in the organization. 


The third hypothesis (H3), which stated that AC mediates the relationship between PCF and ATOC, was 
supported as the indirect effect of PCF on ATOC was positive and significant. The result is consistent with 
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some related work that has utilized AC as a mediator on other work-related variables. For instance, the result 
is in line with the study by Tjahjono et al. (2020) that utilized AC as a mediator to examine the roles of perceived 
organizational support and procedural Justice on job satisfaction. The result also agrees with the study 
conducted by Shafqat and Mushtaq (2020), which examined AC as a mediating variable on PCF with turnover 
intention and employee voice behavior. Further analysis showed EL as a positive and significant predictor of 
ATOC. It indicates that EL promotes a positive attitude towards change in the organization. Lastly, the 
hypothesis (H4), which stated that EL moderates the relationship between PCF and ATOC, was supported. EL 
moderated the relationship between PCF and ATOC such that the relationship was more pronounced and 
more vital when EL was high and less when EL was low. The result is congruent with previous empirical 
studies, such as the study conducted by Long and Khoi (2020). The finding was also in line with the affective 
event theory earlier discussed. Due to the positive energy that comes from EL, employees who are exposed to 
a high degree of EL tend to respond to changes more favorably compared to those who experience a low degree 
of EL in the organization. 


Managerial Implications 

As the extant literature and the findings of this study have shown, PCF is a crucial factor in private 
organizations. It was also observed that AC and EL have a significant role in determining employees' ATOC. 
Human resources practitioners in private organizations should promote practices that enhance employees’ 
attachment to their organization as this also mediates the PCF and ATOC relationship. EL needs to be 
promoted and encouraged among top managerial staff as this promotes positive workplace behaviors. 


Limitations and Suggestions for Further Studies 

Like every other survey-centered study, there exist some limitations. It is important to highlight and discuss 
these limitations to help proffer suggestions for further research in this area. First, the study was cross-sectional. 
Although the tested relationships in the study suggest that a causal relationship may exist, a cross-sectional study 
makes it difficult to determine and make causal inferences. The researchers recommend that future studies 
should utilize a design that will enable causal inference. Secondly, the self-report measures used are another 
weakness of the research as data reported for the study may contain common method bias from research 
participants. Although some steps were taken to help reduce common method variance, it was not possible to 
eliminate it from the study. It is recommended that to understand the severity of common method bias properly, 


future studies should utilize the Herman single factor analysis and measured latent variable approaches (Chang 
et al., 2010; Tehseen et al., 2017). 


Conclusion 


A few conclusions can be made based on the research findings. First, PCF and AC to the organization have a 
positive influence on employees’ ATOC. Therefore, the organization needs to ensure that the psychological 
contract or obligations owed to the employees are fulfilled, and AC enhancing measures are used to promote a 
better attitude towards change in the organization. Secondly, in line with the earlier proposition, AC played a 
mediating role in the relationship between PCF and ATOC, highlighting its importance in promoting positive 
organizational behaviors. Lastly, EL should be highly encouraged among staff who manage other employees 
(e.g., managers, supervisors, and team leaders) because it has a significant and positive role in enhancing attitude 
towards change and change implementation in the organization. 
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Purpose- This study aims to determine the relationship between 
free cash flow and investment efficiency of quoted manufacturing 
companies in Nigeria. 


Design- An accounting-based model developed by Richardson 
(2006) was employed to measure investment efficiency and free 
cash flow. The population of the study consist of all the listed 
manufacturing companies in Nigeria. Similarly, the purposive 
sampling technique was employed to arrive at forty-eight 
companies for 2008-2018. 


Findings- The results of the study confirm the agency theory of 
free cash flow. Hence, it established that there is a positive and 
robust relationship between free cash flow and overinvestment. 


Practical Implications- the findings of this study has practical 
implications to various group of users of financial information such 
as investors, policymakers and other stakeholders in the listed 
manufacturing sector in Nigeria. The study recommends that 
policymakers reduce the cost of debt, and likewise, managers 
should emphasize the facilitation of equity capital. 


Originality- To the best of the researcher's knowledge, this is the 
first study to examine the relationship between free cash flow and 
investment efficiency in Nigeria. 
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Introduction 


The finance literature has debated heavily on the issue of investment inefficiencies. Researchers have advanced 
many reasons as to the cause of inefficient investment, which manifests itself in the form of over-or- 
underinvestment that can damage the interest of shareholders. Firms invest efficiently in a perfect market when 
they undertake all the investments that will result in positive net present value projects and discard those 
investments that will lead to harmful net present value projects. Though previous studies (e.g., Angela & Rilya, 
2017; Chen, Hope, Li, & Wang, 2011; Cherkasova & Rasadi, 2017; Fakhroni et al., 2018; Guariglia & Yang, 
2016; Nekhili, Fakhfakh, Amar, Chtioui, & Lakhal, 2016) suggest otherwise, this is as a result of the presence 
of market frictions. Thus, market frictions resulting in a clash of interest between shareholders, managers, and 
other stakeholders leads to agency conflict and asymmetric information. This clash of interest ultimately leads 
to passing up investment opportunities with a positive net present value outcome (underinvestment) and 
accepting projects that yield negative net present value outcomes (overinvestment), thus harming the interest 
of shareholders. Therefore, agency theory states that excess cash at the management's disposal after exhausting 
all expected investments provides a significant chance for the manager's abnormal behavior (Jensen & Meckling, 
1976). 


However, despite the significance of investment, most of the extant studies were carried out in advanced 
economies with little empirical evidence in emerging economies, even though emerging economies make up a 
more significant proportion of the economic activities in the world (Rad et al. 2016). More so is the fact that 
the problems of agency conflicts are more pronounced in emerging markets because of its capital market 
imperfections and its weak corporate governance structures. Thus, the relationship between free cash flow 
(henceforth FCF) and investment efficiency (IE) remains unclear in an African context. Hence, findings from 
advanced countries may not sustain the prediction of agency theory from an African economy such as Nigeria. 
For this reason, this study investigates the extent to which FCF impacts IE in the listed manufacturing sector 
in Nigeria from 2008-2018. Consequently, this study extends the field of application of FCF on IE in the listed 
manufacturing companies in Nigeria. 


The motivation for this study is threefold; first, prior literature focused majorly on developed economies with 
little emphasis on emerging economies. Second, despite the minor focus on emerging economies, most studies 
focused on Asian and South American economies with significant African economies. Third, Nigeria is the hub 
of the African economy, with the largest economy in Africa (Umoru and Nwokoye 2018). As such, it will be 
the ideal country to examine in the African context. The manufacturing sector is one of the most critical sectors 
that bring about rapid industrialization and economic growth in any country in the world over (Ogunleye et al. 
2018). Generally, the development of the industrial sector has been an essential component in the fruitful 
change of many powerful nations' states that have witnessed continued increases in revenues (Soderbom and 
Teal 2002). The sector is presumed to be a significant and robust determinant of growth, can reduce the poverty 
rate, and brings about sustainable development in an economy. The manufacturing industry is perceived as a 
standard for assessing a nation-states’ economic progress and advancement. In light of this, the significance of 
the manufacturing sector's contributions to the growth of an economy cannot be over-stressed. However, 
despite this significance, the Nigerian manufacturing sector has fared poorly due to the over-reliance on crude 
oil, inadequate infrastructures, shortage of skilled labor, and inadequate financial resources (Ku, Mustapha, and 
Goh 2010). 


The manufacturing sector can complement Nigerian government efforts at boosting local investment and 
making significant contributions to the nation's economic growth and development. Hence, efficient 
investment would have been the key; since investment is seen to prevent backwardness and recession (Jafari 
2016). Consequently, Nigeria needs to emphasize firm-level investment, thereby ensuring an efficient 
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investment of its resources. Similarly, the growth of the capital market in Nigeria creates new opportunities for 
stakeholders and, at the same time, exposes managers to a large pool of FCF, shareholders, and creditors. Such 
exposure calls for stricter regulations and places more restrictions on the management's decision-making 
processes. 


The remainder of the paper is organized thus: Section two reviews related literature and develops the 
hypotheses. Section three presents the sample and the methodology. Section four displays the main empirical 
results, and Section five concludes. 


Literature Review and Hypotheses Development 


The concept of IE is well established in the literature of finance (Biddle et al., 2009; Chen et al., 2011; 
Cherkasova & Rasadi, 2017; Gao & Yu, 2018; Guariglia & Yang, 2016; Majeed et al., 2017; Mcdermott, 2012; 
McNichols & Stubben, 2008; Moez & Amina, 2018; Nekhili, Fakhfakh, Tawhid, et al., 2016; Richardson, 2006; 
Verdi, 2006). Researchers all over the globe have given a divergent opinion on IE. For example, Majeed, Zhang, 
& Muhammad (2017) view IE as the required size of investment expenditure, calculated as the level of projected 
investment based on an increased sales level. Positive deviation from the predicted level is considered 
overinvestment, that is, investment higher than expected level. Also, negative deviance from the predicted level 
is regarded as underinvestment; investment is lower than expected. This research follows the definition of 
Biddle & Hilary (2006); Mcdermott (2012) that conceptually define investment efficiency as those firms that 
undertake projects that have positive net present value (NPV). Moreover, underinvestment or low investment 
refers to not taking investment opportunities that would yield a positive NPV. At the same time, overinvestment 
of excess investment refers to engaging in investment with a negative NPV. Consequently, both 
underinvestment and overinvestment are regarded as inefficient investments. 


There is no association between a company's investments and its FCF (Modigliani and Miller 1958). 
Nonetheless, several studies have shown a positive relationship between investment inefficiency and FCF. 
Richardson (2006) study in the USA reveals that firms overinvest 20% of their excess FCF. Two possible 
scenatios may be the reasons for this association; the first is asymmetric information, and the second is agency 
costs. Asymmetric information among lenders, investors, and managers may affect investment decisions, 
resulting in inefficient investment. For instance, because of asymmetric information, managers tend to have 
superior information than outside capital providers regarding the actual development of the firm, possibly 
leading to a situation by which outside capital providers cannot make optimal investment decisions (Lai, Liu, 
and Wang 2013). Because of the information at the managers! discretion, they may be inclined to issue capital 
when the company is high-priced or issue costly capital to stakeholders since they have more information about 
the companies actual worth (Firth, Xie, and Zhang 2016). 


Consequently, if managers can raise funds through this means, they will have excess funds, resulting in 
overinvesting such funds. This situation will enable managers to invest in unnecessary projects, thus 
overinvesting such funds rather than returning them to the owners (Chen, 2017). Conversely, because of 
inadequate information at their disposal, lenders may sense such opportunistic behaviors by managers and react 
by raising the firm's cost of debt (Lai et al., 2013). This situation can affect every company, including the ones 
that do not overvalue their shares prices. Therefore, because they will opt to protect existing shareholders, they 
will be forced to forfeit outstanding investment ventures rather than sell their shares below their actual worth. 
In turn, they may have to resort to internal funds for their investment projects (Cherkasova and Zakharova 
2016). This situation could lead to financial constraints. Firms that are financially constrained tend to 
underinvest when the cost of raising external funds is high. This constrain is due to the capital market 
imperfections, leading to the high cost of debt. The cost of raising outside finance forces companies to source 
funds internally. In these situations, firms with inadequate funds may have to waive profitable investment 
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opportunities because of the high debt associated with external funding (Guariglia and Yang 2016). Therefore, 
firms with a lack of adequate finance ate more prone to underinvest (Li, Monroe, and Coulton 2018). Thus, the 
high sensitivity of underinvestment to FCF might be perceived as evidence of negative cash flow. Hence, 
resulting in underinvestment because of the high cost of external financing and the over-reliance of firms on 
internal funds. 


The second reason is the agency cost. The separation of ownership and control brings about agency costs, 
thereby facilitating overinvestment. Managers in firms with excess FCF have an excellent reason to overinvest 
such funds (Jensen, 1986). Because of the separation of ownership and control that leads to agency cost, 
management may invest in projects for selfish reasons, which are helpful from the management viewpoint but 
may not be suitable for the owners of the company (Chen et al., 2016). The agency cost explanation is more so 
for companies with excess FCF. The agency cost problem of FCF is a problem between management and 
shareholders of the firm related to the company's usage of its excess FCF (Fakhroni et al. 2018). The clash of 
interests between the management and the outsider could lead managers to expropriation by utilizing the firm's 
FCF (Jensen, 1986). The insiders can exert control of the firms' resources than outsiders and have more 
information. Managers' quest to expand their power through control over more significant resources has 
increased their desire to enlarge the firm beyond its capacity (Jensen, 1986). It is hence overinvesting the firms' 
resources. 


Therefore, the availability of excess FCF will provide a more significant opportunity for managers' dysfunctional 
behavior. The discussion so far has given rise to the agency problem of FCF. FCF refers to excess cash to be 
distributed to shareholders as dividends. Economic experts contend that a percentage of cash flows from 
operating activities should be given as dividends to shareholders and not only be financed in new investment 
projects only as the case may be (Bhundia 2012). However, conflicts of interest among stakeholders in the firm 
may cause the FCF not to be given to the shareholders, subsequently leading to an agency problem of FCF. 
Jensen (1986) contends that giving dividends creates one of the main problems among stakeholders because it 
decreases the number of funds under the control of the management, thereby lessening their influence. The 
decrease of funds in the manager's custody makes it more likely to monitor the capital market because of the 
firm's need to get new funds. Funding investment projects internally avoid this monitoring cost. Another issue 
advanced by Jensen (1986) is that insiders have the motivation to cause the company to grow more than its 
average scope. Such growth increases the manager's powers since it increases the resources under their 
management, increasing their remuneration. 


From the discussion above, it can be inferred that investment inefficiency centers on the availability of free cash 
and its utilization. Hence, firms with excess cash may engage in overinvestment, and likewise, firms with 
inadequate free cash may engage in underinvestment. 


Based on the preceding, the following hypotheses are formulated as follows: 


H1: Free cash flows are negatively associated with investment efficiency in the listed manufacturing companies 
in Nigeria. 

H2: Free cash flows have no significant influence on overinvestment in the listed manufacturing companies in 
Nigeria. 

H3: Free cash flows do not influence underinvestment in the listed manufacturing companies in Nigeria. 


Methodology 


The research design for this study is explanatory. At the same time, the population consists of all the sixty 
manufacturing companies quoted on the first-tier securities market of the Nigerian Stock Exchange (NSE) as 
of 31st December 2018. A purposive sampling technique was used for this research. An accounting-based 
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model developed by Richardson (2006) was employed to measure IE. The model has been used severally by 
prior research in this area (Chen et al., 2011; Cherkasova & Rasadi, 2017; Moez & Amina, 2018). The model 
predicts the firm's IE, and the model's residuals were used as a proxy for inefficient investment. The residual 
from the model was used to measure investment inefficiency as deviations from normal investment, which is a 
function of growth opportunities. The positive deviations from the expected investment are termed 
overinvestment, while negative deviations from the normal investment are termed underinvestment. 
Consequently, both overinvestment and underinvestment are termed inefficient investments. The model is 
described below: 


Investment; = Bo T BiıGrowth;s1 + B2Leverage itl + 63Cash ita + B4Size ita + 6sReturn ita + BoAgeirt + 
Sy Denys tabrne tat ca F Ei sac cc can caccennscicnesssesnasudens a edendcesdonastdndndddonnauceannodcbendazeeonass denna RR S Ei (i) 


Where; Investment; is the totality of research and development expenditures, capital expenses and acquisitions 
minus sales of property, plant, and equipment (PPE), scaled by lagged total asset for the company i at the end 
of year t-1. 


Growthi,.1; is the yearly income growth percentage for the company i at the end of year t-18» 


Leverage i:1; is the financial leverage of the firm, is calculated as the ratio of non-current debt to the sum of 
non-current debt plus the current stock price multiplied by the number of shares outstanding of firm i at the 
end of year t-1, Bs 


Cash i+1; is the proportion of cash to the total asset of firm i at the end of year t-1 
B4Size i-1; is the logarithm of total assets of firm i at the end of year t-1 
BsReturn i.1; is the change in market value over that of the prior year 


BcAgeirs; is the difference between the number of years the firm has been in existence and at the end of year t- 
1 


B7Investment,1; is the lag of investment or previous investment 


The independent variable used in this study is FCF. An accounting-based model developed by Richardson 
(2006) was utilized in measuring FCF. Several researchers have applied the model in their research (Chen et al., 
2016; Fusheng et al., 2015; Moez & Amina, 2018). FCF is cash flow more than required to maintain assets in 
place, including maintaining existing debt and funding normal optimal new investments (Richardson 2006). 
Estimates of three constituents were utilized in measuring FCF; 


An estimate of cash flow from assets in place (CFar). 

An estimate of investment expenditure essential to sustain assets in place (ImainrENANcr). 
An estimate of the normal level of new investment expenditure (Inew). 

Thus, to ascertain cash flow from assets in place, CF arp; 

CFar = CFO — Imairenance + RD 

Finally, to calculate FCF, the following is applied: 

FCF = CFap — TAN Wooeecceccccccceccssssesssvsssvsssvessvessuessscssuvsssssssesssvsssvessvessvessensssssssnssseessecseneesseseees (it) 


Note: expected new investment (I* new) is the absolute residual of the investment model defined above. 
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Consistent with Moez & Amina (2018), the FCFs obtained above were scaled by the total assets’ book value to 


control the size effect. 


Mottvated by prior studies, several control variables were included in this study used in prior research as 
determinants of investment decisions (e.g., Chen et al., 2011; Cherkasova & Rasadi, 2017; Fusheng et al., 2015; 
Richardson, 2006). These control variables include; size, firm age, the level of cash, leverage, growth, cash flow 
from operations, tangibility, slack, past stock, lagged investment, and returns. These variables are explained in 


Measurement 


proportional change in income from year t— 2 to t— 1 (see, 
Cherkasova & Rasadi, 2017; Moez & Amina, 2018) 

The proportion of the amount of the book value total debt 
to total assets for firm i at the end of year t-1(see Biddle et 
al., 2009; Moez & Amina, 2018) 

The proportion of cash to the total asset of firm i at the end 
of year t-1 (see, Cherkasova & Rasadi, 2017) 

Log of total assets of firm i at the end of year t-1(see, Moez 
& Amina, 2018) 

Stock returns of firm i at the end of year t-1 (see Wang et al. 
2015) 


the table below. 
Table 1: Control Variable Definition and Its Measurement 
Variable Definition 
Growth; Growth opportunity 
Leveragei:: Financial leverage 
Cash ie Level of liquidity 
Size itt Firm size 
Return iv Stock returns 
Ageie Age of the firm is the number 


of years the firm has been in 
existence 


Tangibility Tangible assets 


Lagged prior firm-level investment 
investment 

CFO cash flow from operations 
Slack Slack 


This is the difference between the first year of incorporation 
of firm i and year 2018 for firm I at the end of year t-1 (see 
Wang et al. 2015) 

This is the proportion of property plant and equipment to 
total assets (Biddle et al. 2009) 

(Cherkasova and Rasadi 2017; Moez and Amina 2018; 
Richardson 2006) 

This is the ratio of cash flow from operations to sales 
(Biddle and Hilary 2006; Verdi 2006) 

This is the proportion of cash to property plant and 
equipment (Chen et al. 2011; Verdi 2006) 


Source: Extracted and summarized by the researcher from previous studies 


The following regression model was utilised in assessing the effect of FCF on IE. 


Tnewit = Bo + B2FCF r1 + BuGrwtier + BsLevier + BcCash r1 + BrSizerer + BsRet rer + BoAge rer + BioTani + 


Bulnv it-1 + Bi2C FO it F BisSlack It-1 T Ei 
Where: 


I*new = Investment Efficiency 
FCF = Free cash flow 
Grwt = Growth 


Lev = Leverage 
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Ret = Stock returns 

Tan = Tangibility 

Inv = Lagged investment 

CFO = cash flow from operations 


T'newi: = Bo + B2FCF tei + B4Grwt + BsLevier + BoCash ier + BsRetier + BoAgerer + BioTanier + Bi2CFO + 
BisSlack Tet t OE eR aR ORT RRO tere EON OTE RT tee EEE (iv) 


Where: 


I'new = Overinvestment, the rest of the variable is as defined in equation (iii) 


I*newi; = Bo + B2FRQ r1 + BsGrwtier + BsLevier + BoCash r1 + B7Size rer + BsRetre1+ BioTanier + Bulnv it 
Bi2C FO ie T Bi3Slack Lt-1 T Ei TEETE ETETE ETELE cence scenes (v) 


Where: 


I"new = Underinvestment, the rest of definition of the variable name is same as equation (iii) 


Results and Discussion 
Table 2: Descriptive Statistics 


Variables OBS Mean STD Min Max 

InvEff 528 0.0535 0.0206 0.0065 0.0959 
Overlnv 222 0.0694 0.0770 0.0000 0.3876 
Underlnv 306 0.0504 0.2218 -0.1262 3.8112 
FCF 528 -0.0163 0.1610 -1.4826 1.4247 
Grwt 528 0.0695 0.2256 -0.3901 0.5330 
Lev 528 0.5403 0.3710 0.0000 3.7225 
Cash 528 0.1004 0.1810 0.0000 1.3431 
Size 528 9.0504 2.9632 0.0000 12.207 
Return 528 0.0174 0.3614 -0.8894 0.7565 
Age 528 39.659 22.696 0.0000 94.000 
Lag Inv 528 0.0477 0.0315 -0.3490 0.1662 
Tan 528 0.3936 0.2559 0.0000 1.1899 
CFOS 528 0.1153 0.1859 -0.3261 0.5435 
Slack 528 0.2322 0.2857 0.0000 1.6898 


Source: Computed by the Researcher using STATA16 


Table 2 presents the descriptive statistics for investment efficiency consisting of 528 firm-year observations 
from 2008-2018. The mean value of investment efficiency for Nigeria's sampled listed manufacturing 
companies reveals an average value of about 0.054. This means that listed manufacturing companies in Nigeria 
invest efficiently, on average, about 5.4% of their assets. The average value of 0.054 is lower than the result of 
(Cherkasova and Rasadi 2017), which is 0.07 and also lower than the average value of (Moez and Amina 2018) 
of 0.09 as well as 13.1% of (Richardson 2006). This clearly shows that the advanced countries have a higher 
level of investment efficiency than emerging economies, as evidenced by the result of (Moez and Amina 2018; 
Richardson 2006). 


The descriptive statistics for overinvesting firms in the listed manufacturing sector consist of 222 firm-year 
observations. The mean value of overinvestment for Nigeria's sampled listed manufacturing companies reveals 
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an average value of about 0.069. This shows that listed manufacturing companies in Nigeria overinvest, on 
average, about 6.9% of their assets. The average value of 0.069 is lower than the result reported by (Wang et al. 
2015), which is 0.085 and the result reported by (Cherkasova and Rasadi 2017) of 0.071, but higher than the 
average value of (Moez and Amina 2018) of 0%. This shows that there is a variation in the level of 
overinvestment in emerging economies. Nonetheless, the results reveal that overinvestment in emerging 
economies such as China and Eastern Europe is higher than that of Nigeria. However, advanced countries such 
as the US have lower overinvestment problems (with up to 0% overinvestment), as documented in previous 
studies such as Moez and Amina (2018); Richardson (2006). 


The descriptive statistics for underinvesting firms in the listed manufacturing sector comprise 306 firm-year 
observations from 2008-2018. The mean value of underinvestment for the sampled firms shows an average 
value of about 0.05. This means listed manufacturing firms in Nigeria underinvest, on average, about 5% of 
their assets. The average value of 0.05 is lower than the result reported by (Wang et al. 2015) of 0.07 but higher 
than the average value of (Chen et al. 2011) of 4.3% and the result reported by (Cherkasova and Rasadi 2017) 
of 1.6%. The variation in the level of underinvestment shows that overall, underinvestment is more prevalent 
in emerging economies. 


Table 3: Regression Result of the Impact of FCF on Investment Efficiency 


Model 1 Model 2 Model 3 
Constant 0.094*** 0.096*** 0.059*** 
0.002) 0.021) 0.020) 
FCF 0.010** 0.062*** 0.178 
0.005) 0.018) 0.144) 
Grwth -0.001 -0.055* -0.011 
0.003) 0.021) 0.023) 
Lev -0.013*** 0.023 0.087 
0.002) 0.023) 0.106) 
Cash 0.035*** -0.038 -0.129 
0.003) 0.028) 0.134) 
Size -0.006*** -0.018** 
0.0003) 0.008) 
Ret 0.017*** -0.008 -0.024 
0.002) (0.011) 0.057) 
Age 0.0002*** -0.001** 
0.0001) (0.0004) 
Tan 0.007** -0.041 0.040 
0.004) (0.028) 0.047) 
-Inv 0.068** 1.075*** 
0.033) 0.226) 
CFO 0.013*** 0.053 0.334 
0.004) (0.049) 0.252) 
Slack 0.0001 0.093** 0.074 
0.003) (0.041) 0.075) 
R-Sq. 0.688 0.073 0.038 


Source: Computed by the Researcher using STATA16 
**x ** * denote that the parameter estimates are statistical significant at 1%, 5% and 10% levels respectively. 
Standard errors in parentheses 
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Model one in Table 3 presents the relationship results between the dependent variable (IE) and the explanatory 
variables, answering research hypothesis one. Looking at the individual variable contribution to the model, 
starting with the independent variable FCF, the OLS result reveals that FCF has a positive and strong 
relationship at a 5% level of significance with IE of listed manufacturing firms in Nigeria. This implies that an 
increase in FCF leads to a proportionate increase in IE after controlling for all the other variables in the model. 
These findings support Ebrahimi Rad et al., (2016); Sheu & Lee, (2012), who found that investment has a 
significantly positive relationship with FCF in China and Malaysia, respectively. This means that financially 
constraint firms may experience investment inefficiencies due to lack of cash since positive free cash is a 
significant determinant of investment efficiency in listed manufacturing firms in Nigeria. 


For the control variables, the OLS regression outcomes reveal that cash, past stock returns, age and cash flow 
from operations are positively and statistically significant at a 1% level of significance with IE. This indicates 
that an increase in one of these control variables will have a proportionate increase in the level of investment 
efficiency. Similarly, tangibility and lagged investment have a positive and statistically significant relationship 
with IE at a 5% significance level. This also indicates that these control variables are essential determinants of 
efficient investment; thus, an increase in one results in a corresponding increase in investment efficiency in 
Nigeria's listed manufacturing sector. Contrastingly, leverage and size have a negative and statistically significant 
relation with IE at a 1% significance level. This means that as leverage and size increase, investment efficiency 
reduces, thus having an inverse relationship. Many factors can lead to this inverse relationship, subsequently 
leading to inefficiencies in investment. Finally, growth has a negative but statistically insignificant relationship 
with IE, whereas slack has a positive but statistically insignificant relationship with IE. Since FCF is strongly 
significant in influencing IE, this provides the basis for rejecting the null hypothesis one of the studies. 


Model 2 in Table 3 presents the results of the association between the dependent variable overinvestment and 
the independent variable FCF, as well as the control variables (growth, leverage, cash, return, age, tangibility, 
cash flow from operations and slack), thus providing the answer to research hypothesis two. From the Table, 
it is observed that the result reveal that FCF has a positive and statistically significant impact on overinvestment 
at a 1% level of significance of quoted manufacturing companies in Nigeria. This means that an increase in FCF 
level translates into a corresponding increase in the level of overinvestment. These findings confirm the agency 
theory as it relates to the use of FCF. The findings also support the overwhelming majority of previous studies 
such as Richardson (2006), Verdi (2006), Biddle et al. (2009), Ding et al. (2012), Wang et al. (2015), Guariglia & 
Yang (2016), Chen et al. (2016), Filsaraei et al. (2016), Moez & Amina (2018). 


Similarly, slack has a positive and significant impact on overinvestment at a 1% level of significance. Hence, an 
increase in the ratio of cash to PPE leads to a resultant increase in overinvestment. Also, leverage and cash flow 
from operations have a positive but insignificant impact on overinvestment. 


Conversely, growth and age have a negative and significant impact on overinvestment at 10% and 5% levels of 
significance, respectively. Thus, growth and age have an inverse relationship with overinvestment as per listed 
manufacturing firms in Nigeria. Likewise, cash, return and tangibility has a negative but insignificant impact on 
overinvestment, hence not able to cause much influence on overinvestment in the listed manufacturing firms 
in Nigeria. Since FCF is significant in influencing overinvestment, this then provides the basis for rejecting null 
hypothesis three of the study. 


Model 3 in Table 3 presents the impact of the independent variable (FCF) and the control variables (growth, 
leverage, cash, size, return, tangibility, lagged investment, cash flow from operations and slack) on the 
dependent variable underinvestment. From the Table, it is observed that the regression model result reveal that 
FCF has a positive but statistically insignificant impact on overinvestment in the quoted manufacturing 
companies in Nigeria. This means that FCF does not increase nor reduce underinvestment in the sampled firms. 
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The findings contradict the findings of Guariglia & Yang (2016). Similarly, lagged investment has a positive and 
statistically significant impact on underinvestment at a 1% significance level. This means that lagged investment 
increases the sensitivity of underinvestment, thereby worsening the level of underinvestment among firms 
prone to underinvestment in the listed manufacturing firms in Nigeria. 


On the contrary, size has a negatively and statistically significant impact on underinvestment. This shows that 
the larger the company's size, the lower its tendency to underinvest in the listed manufacturing sector in Nigeria. 
Similarly, growth, cash and return have a negative but statistically insignificant impact on underinvestment. On 
the opposite, leverage, tangibility, cash flow from operations and slack has a positive but statistically insignificant 
impact on underinvestment. Since FCF is not significant in influencing underinvestment, this then provides the 
basis for accepting null hypothesis three of the study. 


Conclusion 


This study shows the nature of the resources (FCF) available in the manufacturing sector and its constraints on 
investment efficiency in Nigeria. Two main conclusions emerge from this study: On the one hand, having a 
consistent positive free cash flow is a requirement for achieving optimal investment level in the listed 
manufacturing companies in Nigeria. On the other hand, managers with excess free cash might engage in 
wasteful expenditure since FCF is found to have a positive and significant impact on overinvestment, which 
confirms the agency theory of FCF. The identification of FCF as a significant determinant of investment 
efficiency implies that in order to attain an optimal level of investment, firms in the listed manufacturing sector 
in Nigeria should strive to maintain a positive FCF since FCF has a substantial impact on the level of expected 
investment. Consequently, listed manufacturing firms that are highly levered and cash-constrained may find it 
challenging to attain an optimal investment level. As such, managers should emphasize the facilitation of equity 
capital on the one hand, and on the other hand, policymakers should encourage manufacturing firms by 
reducing the cost of debt. 


Similarly, information asymmetry and agency problems have been identified as explanations for overinvestment. 
Hence, to enhance investment efficiency in Nigeria, more attention should be given to the trend of accrual- 
based earnings that are not sustainable, especially those related to receivables’, sales, and revenue of the sector. 
Also, investors should pay close attention to the accounts of listed manufacturing firms related to the 
maintenance of assets in place, such as depreciation, which can influence earnings to look better in the current 
period but detrimental to the firm in the long run. 


However, this study is not without limitations. This work only examines the impact of FCF and on IE. Future 
studies can look at other aspects that influence investment, such as the impact of investment on financial 
reporting quality or the effect of debt holders on IE. Another limitation is that the findings of this study cannot 
be generalized to other countries, especially advanced countries, because of the peculiarities of emerging 
markets which are reasonably different from that of an advanced country. 
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Purpose- In this paper, we have evaluated the relationship of 
corporate governance with companies’ financial returns using 
return on assets (ROA) and return on capital employed (ROCE) as 
proxies. For this purpose, companies listed in Nifty-50 are 
considered as a sample. 


Design/Methodology- The present study is conducted on the 
NIFTY-50 Index with a final sample of 35 companies after 
excluding banking companies, financial services companies, and 
companies that did not have the required data in the sample period. 
Data has been collected for ten years from 2009-10 to 2018-19, and 
they are analyzed with the help of software packages such as SPSS 
and Stata. 


Findings- The results showed that firms’ financial return measures 
(ROA and ROCE) were significantly affected by governance 
measures, board committees, and CEO duality. Board size, board 
meetings, and board independence did show positive relation, but 
it was not significant. Our analysis observed that corporate 
governance significantly affected the financial return of Indian 
listed companies. 


Practical Implications- Our research work indicated the importance 
of corporate governance in generating financial returns for Indian 
listed companies. CEO duality is found to be increasing the ROCE 
of listed companies in India, and therefore investors should choose 
such companies where the CEO plays a dual role in the board. 
Also, policymakers should take into consideration the dual role of 
CEOs while making changes in company regulations. 


89 


SEISENSE Journal of Management 
Vol 4 No 4 (2021): DOI: https://doi.org/10.33215/sjom.v4i4.717 , 89-99 
Research Article SEISENSE 


That Makes Sense! 


Introduction 


The focus has been shifted from management to corporate governance (CG) during the last century. 
Organizations ate giving more attention to their governance aspect as they are witnessing its dual role. A 
positive impact happens when the governance system is well structured and has a negative effect in case of its 
failure. The word governance is ancient, but the phrase corporate governance is young. After the 1991 economic 
reforms, the significance of corporate governance has increased mainly because of the entry of private 
companies. Globalization, access to global markets, and being listed on overseas exchanges have made the 
Indian corporates keen-eyed towards safeguarding investors’ interests and promoting transparency. Recession 
and corporate governance reforms have a cyclical relationship. After a governance failure, economies try to 
make reforms, but governance still fails, and the cycle continues, and it continues till now. 


Corporates and their shareholders forget to ensure good governance practices and focus on increasing their 
wealth during long periods of expansion. This diminishes their active interest in corporate governance. 
Corporate governance reforms face various significant challenges, and one of those is that it depends mainly 
on the economic, legal, and political environment, which are different in different countries. Due to this reason, 
there is not a single set of governance practices that can be applied globally to every organization. Among the 
numerous corporate governance aspects, the most important one is the board of directors, as the board can 
significantly improve the financial returns of any organization. 


The traditional aim of corporate boards was to ensure profit to its shareholders, but there has been a shift in 
that approach. In recent times, the board needs to focus on creating and maximizing stakeholders' wealth, which 
is the primary focus of corporate governance. The board of directors bridges the distance between shareholders 
and managers. The existing Indian literature on corporate governance has witnessed a rise in measuring the 
effect of board characteristics on corporate performance. However, most of the studies are either based on a 
stock market index or manufacturing industries. There are very few research endeavors concerning the service 
industry, particularly the banking sector. 


The Confederation of Indian Industry (CII) took the initiative to develop corporate governance practices in 
1998. This marked the beginning of governance reforms in India, which is still in the transition phase. The 
Indian economy is a diverse and dynamic combination of small, medium, and large companies. The Indian 
corporate sector has a pivotal role in nation-building, and efficient corporate governance practices are vital for 
strengthening economic growth. Corporate governance is the relationship between all the prominent 
stakeholders, including “shareholders,” “top management,” “board of directors,” “employees,” “regulators,” 
and the “community.” They all play a significant role in determining the conduct and performance of a 
corporation. Segregation of ownership from management is the main reason corporate governance came as a 
legal norm and will always be there. 


99 cC 23 cC 


The CEO and the board of directors are crucial as most of the governance failures are related to these two 
aspects of a company. The board links the capital contributors to users of the capital, and it is the board that 
the shareholders and investors will hold accountable for their contributions to the organization. Although 
studies on corporate governance are rising in the Indian scenario, the role of CEOs is yet to get a prominent 
position in the Indian corporate governance literature. 


The success of an organization belonging to any industry depends primarily on corporate governance. It focuses 
on the internal structure of an organization. It provides various guidelines about management control, board 
of directors, formation of the independent audit committee, formation of other important committees, and 
disclosure of information to shareholders and creditors. So, corporate governance can be defined as “a system 
consisting of some persons, committees, laws, and rules that ensure that suppliers of capital get a fair return on 
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their investment. And an assurance that their investments are being safeguarded and a promise that the business 
is managed according to their interests”. This makes corporate governance crucial for any sector. Corporate 
governance starts from the system and ends with honesty. It does not have a single standard, and its best 
practices differ from country to country. The constituents of a good governance practice are still in the process 
of development. Good corporate governance always shares some common elements: accountability, fairness, 
openness, and transparency. Over the years, it has been assumed and seen that corporate governance is playing 
a pioneering role in companies' performance and overall growth. 


Researchers are continuously trying to document the connection between corporate governance and various 
aspects of an organization, particularly its financial performance. Stakeholders are also becoming increasingly 
interested in the governance practices of their company due to its ability to influence a company’s overall 
performance. However, in recent times, both the Indian and global economies have witnessed performance 
irregularities, faulty accounting practices, and rising scandals in the corporate sector. This is because of a lack 
of monitoring of the governance practices of the companies. Therefore, governments and regulatory authorities 
must have a continuous watch over the changes in the governance structure of the companies. The research on 
the relationship between corporate governance and the Indian banking sector is under-explored (Abdul Gafoor 
et al., 2018). Therefore, there is a growing need to explore the relationship between these two. Also, there is a 
deficiency of literature supporting the notion that good governance affects corporate reputation in the Indian 
context (Kaur & Singh, 2018). 


Literature Review 


Safeguarding the interests of all stakeholders is the primary duty of the board of directors. The board should 
motivate and inspire the managers to pursue the interests of the stakeholders. The board also links an 
organization with its external environment. In this research work, we ate trying to ascertain the effect of 
corporate governance on financial performance, regarding which previous literature has reported both positive 
and negative results. According to Guest (2009), the board of directors functions as a nexus between suppliers 
of finance (shareholders and investors) and users (managers) of finance. He analyzed the association between 
board size and financial performance of UK firms. He observed that UK firms’ Tobin’s Q, profitability, and 
share return were strongly and negatively affected by board size. 


Managers try to create long-term value by utilizing the finance obtained from shareholders and investors. The 
actions or conduct of a board is one of the major driving forces for better economic performance. Merendino 
and Melville (2019) observed a positive effect of a smaller board on firm performance and vice-versa. Some 
authors have also found that board characteristics and firm performance were not statistically associated (Borlea 
et al., 2017). While numerous other works have reported a positive effect of size of the corporate board on 
financial performance (Kathuria & Dash, 1999; Dwivedi & Jain, 2005), some authors have also reported 
contradictory results (Ghosh, 2006; Kota & Tomar, 2010; Kumar & Singh, 2013). 


In another study, the authors reported a significant effect of board size and board independence on banks’ 
financial results (Abdul Gafoor et al., 2018). In the case of Greece, firms performed better with a larger board, 
but their financial performance was reduced due to an increase in board independence (Zhou et al., 2018). The 
number of directors on the board (board size) is one of the most important aspects of corporate governance, 
and it has a significant influence on corporate financial performance. Board size is a significant driver of 
corporate reputation (Kaur & Singh, 2018). In the case of Pakistani firms, board size significantly and positively 
contributes towards Tobin’s Q and ROE, but independent directors negatively affect financial performance 
(Waheed & Malik, 2019). Board size positively correlates with UK banks’ efficiency measures; however, the 
association is not robust (Tanna et al., 2011). While Belkhir (2009) reports that an increase in the board size 
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increases the ROA of companies, Palaniappan (2017) reported a negative interrelation between board size and 
financial performance. 


Corporate boards are the very reason for which focus has been given to the governance structure of companies. 
The structure of the governing body has been able to capture the interest of both academicians and researchers. 
The corporate board is usually a coalition of both executive and non-executive directors. However, the rules 
relating to its ratio and independence are different in different parts of the globe. Independent directors are the 
backbone of the Indian corporate governance framework as they improve the board’s effectiveness and 
safeguard all stakeholders' interests. 


Organizations at present need separate boards, which can also be evidenced by the mandatory rules and 
regulations formed by the government and various regulatory bodies. In this regard, studies have reported that 
a lower board independence positively affected firm performance and vice-versa (Merendino & Melville, 2019). 
It has also been found that financial return (ROA) is significantly and positively affected by board independence 
(Dey & Chauhan, 2009; Kumar & Singh, 2012; Mishra & Kapil, 2018). After analyzing the connection between 
the financial performance of agriculture companies with the prevailing governance structure in New Zealand, 
Roudaki (2018) reported no association between board independence and companies’ performance. 


A corporate board monitors and provides linkage to external resources by way of participating in the board 
meetings. Board meetings are one of the ways for every member to interact with each other. Board meetings 
are beneficial to make decisions about the future of the organization. It is also mandated by the law that boards 
of the companies have to meet a certain number of times in a particular financial year. The enthusiastic 
involvement of board members in the board meetings greatly reflects their commitment level. The seamless 
effort during the board meetings and the subsequent follow-up of decisions taken show the level of 
commitment of the directors. In this context, Mishra and Kapil (2018) reported that the number of board 
meetings conducted by an organization has no impact on ROA, which is also supported by the findings of 
Kiranmai and Mishra (2019). The board of directors forms different types of board-level committees to address 
various issues more effectively. Since the institutionalization of corporate governance as a board room concept, 
the number of board committees formed by the corporations has been an integral part of the governance 
literature. The board of directors is often weighed down with many responsibilities. Therefore, they form 
various committees to ensure effective governance, deal with business problems more diligently, and maintain 
the smooth flow of business operations. Regarding the relationship of Tobin’s Q with financial performance, 
Singh et al. (2018) found it significant and positive. 


On the other hand, Kiranmai and Mishra (2019) reported that board committees positively affected firms’ net 
profit. The impact of CEO duality on corporate financial results has been a topic of debate for quite a while 
now. CEO duality (both Chairman and CEO being the same person) may help form an integrated command 
and control system in corporations. As per the agency theory, the dual role of CEOs increases their influence 
in the organization, creating agency conflicts and a decrease in firm performance. To make the board more 
effective, organizations can separate the position of the CEO. However, prior studies have shown mixed 
outcomes concerning how CEO duality is affecting organization performance. The importance of CEO duality 
is increasing in companies. Yang & Zhao (2014) reported that companies with CEO duality perform 3-4% 
better than non-duality companies. Corporate governance attracts investment opportunities for companies 
which are particularly important in the case of listed companies. In this regard, we aim at studying the association 
of CG with the financial returns of listed companies and also to gauge the impact of CG facets on the financial 
return of companies listed in Nifty 50. Most of the prior studies are focused on a particular sector or based on 
a large sample. Still, this study intends to portray a microscopic view of corporate governance's effect on 
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financial results. Based on the literature reviewed, we proposed the relevant hypotheses regarding all the CG 
variables depicted in the following figure. 


Board Size 


ROA 


Board Meetings 


Board Committees Financial Return 


Board Independence 
CEO Duality 


ROCE 


Figure 1 - Framework of the study 


Methodology 


The sample for the study consists of 35 companies from the NIFTY-50 Index after excluding banking 
companies, financial services companies, and companies that did not have the required data for the sample 
period. Data has been collected for ten years from 2009-10 to 2018-19. The sample companies' annual financial 
reports of sample companies were collected from their official websites, and corporate governance data were 
screened out from them. Further, the CMIE Prowess database is used for various financial performance 
indicators of sample companies. We use various statistical techniques such as average, standard deviation from 
mean, correlation, and regression. The data have been analyzed with the help of software packages such as 
SPSS25 and Stata15. 


Variables 


Past literature shows that financial performance has been measured with the help of several parameters. In this 
study, we have also used several variables based on prior literature. A detailed explanation of the variables used 
in the study and their measurement has been given in Table 1. In the present study, ROA (Merendino & 
Melville, 2019; Waheed & Malik, 2019) and ROCE (Dey & Chauhan, 2009) are considered indicators of firms’ 
financial return used as the dependent variables in the analysis. Both ROA and ROCE are accounting-based 
measutes used in numerous corporate governance studies. While ROA depicts the company's efficiency in using 
its assets to generate earnings, ROCE indicates an organization's capability to generate profits from its capital 
investment and is a renowned indicator of fund utilization. The CG variables used in the present research are 
“board size,” “board meetings,” “board committees,” “board independence,” and “CEO duality.” Also, to 
control the age and size effect on the governance-performance relationship, we used “firm age” and “firm size” 
as control variables. 


Table 1. Variables Used 


Variable Name Measurement Description 

ROA Percentage Net profit/total assets. 

ROCE Percentage EBIT/capital employed. 

BS Number Aggregate number of directors on the corporate board. 
BM Number No. board meetings conducted. 

BC Number No. of board level committees. 

BIND Ratio Independent directors/total directors. 

CEOD Binary (Yes/No) 1 if Chairman is also the CEO or 0 otherwise 

Age Number Natural logarithm of age of the company. 

Size Number Natural logarithm of total assets of the company. 


Source: Authors. 
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Regression Models 


To assess the effect of CG on corporate financial return, we propose the following regression models: 


ROA = b0 + B1BS + B2BM + B3BC + B4BIND + B5CEOD + p6Age + B7Size + € 
ROCE = f0 + B1BS + B2BM + B3BC + P4BIND + B5CEOD + p6Age + B7Size + € 


Operational Research Design 

In the present study, we are dealing with panel data, and multiple regression techniques will be used to study 
the impact. But before applying any regression estimators, the data should be checked for multicollinearity. 
Usually, OLS estimators should be applied while measuring the impact of independent variables on dependent 
variables. But, OLS estimators can only be applied if two assumptions are satisfied: serial correlation and 
heteroskedasticity. Otherwise, we will have to go for GLS (FE/RE) estimators. For this purpose, we conducted 
diagnostic tests and model specification tests. 


Results 


Descriptive Statistics 

We start our analysis by calculating descriptive statistics, and the results are presented in Table 2. The minimum 
board size was four during the sample period, while the maximum was 22, with a mean of 11.78 and SD 2.810. 
This implies that there are companies that have a large board size. The minimum value of BM was three while 
the board met for a maximum number of 22 times in a year. BC stays between 2 and 17, with a mean of 6.65 
and SD of 3.009. The descriptive statistics showed that while few companies had no independent directors on 
their board, others had 83.3% board independence. ROA and ROCE have a mean of 12.426 and 20.707 with 
SD 10.635 and 20.265, respectively. 


Table 2: Descriptive Statistics 


N Minimum Maximum Mean Median SD Skewness Kurtosis 
BS 350 4 22 11.78 12 2.810 0.365 0.758 
BM 350 3 22 7.40 6 3.280 1.622 2.788 
BC 350 2 17 6.65 6 3.009 0.994 1.162 
BIND 350 0.000 0.833 0.529 0.5 0.127 -0.624 2.851 
CEOD 350 0 1 0.52 1 0.500 -0.069 -2.007 
ROA 350 -8.780 73.790 12.426 9.720 10.635 1.933 6.657 
ROCE 350 -13.530 131.200 20.707 14.480 20.265 2.138 6.101 
Age 350 2.303 4.718 3.704 3.611 0.552 -0.036 -0.789 
Size 350 15.377 25.075 20.602 20.811 2.046 -0.167 -0.844 


Source: Authors. 


Correlation Analysis 
We have shown the results of Pearson correlation at 1% and 5% level of significance along with their respective 
p-values in Table 3. 


94 


SEISENSE Journal of Management 
Vol 4 No 4 (2021): DOI: https://doi.org/10.33215/sjom.v4i4.717 , 89-99 
Research Article SEISENS E 


Table 3: Correlation Matrix 


BS BM BC BIND CEOD ROA ROCE Age Size 
BS 1 
BM 226° 1 
BC 0.093 469" 1 
BIND -0.083 -378% 263° 1 
CEOD  .242™ 272 197 175" 1 
ROA -0.054 0.007 -0.016 0.104 -0.089 1 
ROCE -0.081 -0.041 0.014 0.075 -.157" 864" 1 
Age 49™ Zo, -0.055 0.049 171” 140° 205 1 
Size 214™ 328" 425" -.106" 197” -282% -.255™ 0.097 1 


Significant at 1% (***), 5% (**). 
Source: Authors 


The correlation results show that none of the explanatory variables have a coefficient more than 0.70, which 
eliminates the possibility of multicollinearity. None of the corporate governance variables have shown any 
significant association with the financial return measures except CEOD, which showed a significant negative 
association with ROCE at a 1% significance level. We find a significant correlation between firm age and firm 
size with ROA and ROCE at a 1% level. 


Collinearity Statistics 

In the case of a panel data structure, the first issue that needs to be addressed is multicollinearity among 
independent variables before applying the multiple regression. Multicollinearity is the high correlation among 
the independent variables, which can significantly affect the direction and impact of independent variables, and 
therefore it has to be addressed. We checked for multicollinearity with the help of correlation and variance 
inflation factors (VIF). Correlation analysis confirmed no collinearity, and it was also sustained by the VIF 
results reported in Table 4. It is clear from Table 4 that none of the corporate governance (independent) 
variables have a VIF of more than 10. The value of tolerance ranges between 0 to 1, and high tolerance refers 
to low multicollinearity. Since all the variables have a high tolerance value, we can safely say that there is no 
multicollinearity problem in the data. Also, the average VIF is 1.30, which confirms that there is no problem 
with multicollinearity. 


Table 4: Collinearity Statistics 


Variable VIF Tolerance (1/VIF) 
BS 1.15 0.871 

BM 1.57 0.635 

BC 1.49 0.671 

BIND 1.20 0.835 

CEOD 1.21 0.825 

Age 1.13 0.884 

Size 1.31 0.761 

Mean VIF 1.30 


Source: Authors. 


Diagnostic Tests and Results 


We applied OLS estimators to assess the effect of corporate governance on firms’ financial returns. But OLS 
provides appropriate results when its two basic assumptions are satisfied. There should be no 
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autocortelation/serial correlation among data, and the data should be homoscedastic (no heteroskedasticity). 
To test for autocorrelation and heteroskedasticity, we have applied the Wooldridge test and Breusch-Pagan test, 
respectively, and Table 5 shows the results of these two diagnostic tests. 


Table 5: Diagnostic Tests and Model Specification Test 


ROA ROCE 


Wooldridge test for autocorrelation F-statistics 76.620 76.365 
Prob > F 0.0000°" 0.0000% 
Ho: There is no autocorrelation 

Breusch-Pagan/Cook-Weisberg test for heteroscedasticity Chi-square 31.17 79.16 
Prob > chi? 0.0000°" 0.0000% 
Ho: Constant variance 

Hausman Specification Test Chi-square 15.34 22.93 
Prob > chi? 0.0318" 0.0018" 


Ho: RE is appropriate than FE. 


Significant at 1% (***), 5% (**). 
Source: Authors. 
Table 6: Model Summary (GLS Fixed Effects Regression) 


Variables ROA ROCE 

Coefficients t-value Coefficients t-value 
BS 0.035 0.18 0.127 0.38 
BM 0.179 1.03 0.185 0.61 
BC -0.465 -2.02* -0.664 -1.66* 
BIND 4.800 1.11 5.794 0.77 
CEOD 4.497 3.43" 8.152 3.59" 
Age -7.069 -1.55 -11.950 -1.52 
Size 1.394 2.05** 2.547 2.16" 
Constant -3.662 -0.36 -14.227 -0.81 
Observations 350 350 
F Statistics 29,95% 37.91" 
Prob > F 0.0000 0.0000 
R-squared 0.7995 0.8346 
Adjusted R-squared 0.7728 0.8126 


Significant at 1% (***), 5% (**). 
Source: Authors. 


As per the results depicted in Table 5, the null hypothesis is rejected as the diagnostic tests restrict the 
application of OLS estimators. Therefore, our study will use GLS regression estimators. Researchers dealing 
with panel data can use two types of GLS estimators: fixed effects estimator and random effects estimator. To 
select the appropriate estimator, we used the Hausman specification test, and its results are also shown in Table 
5. Based on the results of the Hausman test, we rejected the null hypothesis for both the models and resulted 
in favor of applying the fixed effects estimator. 


The outcomes of the fixed effect model are presented in Table 6 for both return measures. Based on the F- 
statistics, we can deduce that the models are statistically significant in explaining the effect of CG on a 
company’s financial return. The R-squared value suggests that the corporate governance variables cause 79.95% 
variation in ROA and 83.46% variation in ROCE. We rejected the null hypothesis of BC and CEOD concerning 
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ROA. The fixed-effects model shows that the relationship between CEOD and ROA is significant and positive, 
whereas board committees have shown a significantly negative relationship with the same return measure. 
Board size, board meetings, and board independence have shown positive relations with ROA, but the results 
are not significant. Firm age has not shown any significant relation, while the firm size and ROA are found to 
be correlated, which is statically significant. With relation to ROCE, we find similar results as we rejected the 
null hypothesis for board committees and CEO duality. Both control variables showed results that are 
contradictory to each other. While the company's age did not show any significant impact on the financial return 
variables, size displayed a positive and significant effect on both return variables. 


Discussion 


In studying how the financial returns of Indian listed companies are affected by corporate governance, we used 
correlation and regression models to arrive at suitable conclusions. There is an insignificant negative relationship 
between performance variables and a firm’s board size, as shown in Table 6. ROA shows a positive relationship 
while ROCE shows a negative relationship with the number of the board meeting, which is statistically 
significant. On the contrary, board committees (BC) have shown a positive association with ROCE but a 
negative correlation with ROA, none of which is statistically significant. The composition of independent 
members in the board (BIND) reveals a statistically insignificant positive correlation with both the return 
variables. CEO duality seems to have a negative correlation with ROA, which is not statistically significant. 
However, its correlation with ROCE is negative and significant at 1%. Since we are dealing with panel data, 
multicollinearity has also been checked using VIF values that show no such problem. Based on the diagnostic 
tests, GLS fixed effects regression model is employed to evaluate the impact. 


H1 states that board size negatively affects firms’ financial returns. But our findings do not support the 
hypothesis as we found positive coefficients of board size relating to both financial return measures though it 
is not statistically significant. Therefore, we conclude that board size positively affects firm performance 
(Kiranmai & Mishra, 2019) though it is not statistically significant. H2 and H3 propose that board meetings and 
board committees positively affect the financial return of selected companies. We found supporting results 
relating to the null hypothesis for board meetings and reported a positive relation between board meetings and 
financial return though the relation is not statically significant. However, we could not support the null 
hypothesis of board committees as the results showed a statistically significant and negative coefficient. So, 
forming more board committees does not improve the financial return of selected companies. H4 is related to 
BIND, and the null hypothesis is that board independence positively affects firms’ financial returns (Merendino 
& Melville, 2019). Our results supported the hypothesis as we found positive coefficients for both measures of 
financial return ROA and ROCE. H5 states that CEOD (the role of Chairman and CEO vested in one person) 
has a negative impact on firms’ returns (Palaniappan, 2017). So far as the effect of dual of CEO on returns, we 
couldn’t agree with the null hypothesis of the existence of no significant impact. 


Conclusion 


The present study examined a hypothesized relationship between two important aspects of financial 
performance with selected corporate governance variables for the Indian companies listed in the Nifty-50 Index 
of the National Stock Exchange. The financial return was measured in terms of ROA and ROCE. The outcome 
of our analysis showed that firms’ financial returns are affected by their corporate governance practices. We 
observed significant results concerning board committees and CEO duality. Our results witnessed a positive 
relationship between board size, independence, and meetings and firms’ financial return. We observed that the 
board committee was negatively related to ROA & ROCE. Based on the findings, we can suggest that the board 
size of the companies listed under Nifty 50 should be rationalized, and it should have a ceiling. A high variation 
in the size of the board was observed during the period of study. Present work will enrich the existing literature 
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on corporate governance in general and specific governance components like CEO duality and board-related 
components. 


Practical Implications 

Corporate governance is a contemporary topic, and it requires continuous deliberations by various regulatory 
authorities. Listed companies play a prominent role in improving the state of the capital market and the nation's 
financial strength. Our study was conducted on companies coming under the Nifty 50 Index of the Indian stock 
market. This Index comprises some of the best-performing companies in India. So, a governance issue in these 
companies can cause turbulence in the entire stock market. The basic moto of this paper is to establish the 
relationship between various components of corporate governance mechanism on a fitm’s financial health. 
Hence, policymakers should ensure that these facets of corporate governance are the focal point of every rule- 
making process. Also, the number of board committees showed a negative effect on financial returns. This may 
be because there are very frequent meetings of the board in some of the years, which may mean that the board 
cannot reach a consensus about various issues, and it is affecting their financial returns. So, the policymakers 
should define the number of times the board should meet to take their business decisions. 


Limitations and Scope for Further Research 

The present study also suffers from certain limitations. We have used a small sample of 35 companies listed on 
the National Stock Exchange. Due to the lack of time, we couldn’t incorporate other essential aspects of 
corporate governance: ownership pattern, the busyness of directors, committees formed by the board, etc. The 
firm's financial results may vary significantly. Our work opens new doors for some future research aspects 
relating to corporate governance. Future researches can focus on ownership patterns, internal and external 
busyness of directors, other CEO characteristics, formation of different types of governance indexes, etc. 
Different performance measures can also be used, including ROA, Tobin’s Q, Net Profit, EPS, MBVR, etc. 
Future studies may also be conducted on specific sectors of India to determine the effect of corporate 
governance on various sectors. 
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O 


Purpose- Protecting the natural environment and its wealth for 
future generations has become an essential topic for policymakers 
and executives. This study seeks to examine the impact of green 
Human Resource Management practices through green innovation 
on the environmental performance of small and medium-sized 
manufacturing enterprises in Ghana. 


Design/Methodology- Through simple random probability 
sampling, data were obtained from three hundred (300) business 
owners and employees from ten (10) small and medium-sized 
manufacturing enterprises in the Greater Accra Region of Ghana. 
However, two hundred and ninety-four (294) accurate responses 
were used in the analysis due to incomplete and missing figures. 
Data were analyzed using partial least squared based on Structural 
Equation Modeling (SEM). 


Findings- The studied data met internal consistency reliability, 
convergent, and discriminant validity from the results, and also, 
there was no multicollinearity issue in the study model. The 
findings revealed that green Human Resource Management 
practices directly and significantly influence environmental 
performance. Furthermore, green innovation partially mediated the 
influence of green Human Resource Management practices on 
environmental performance. Green compensation through green 
innovation has the most incredible impact on environmental 
performance and was statistically significant at p< 0.01. 


Practical Implications- This finding provides valuable suggestions 
for policymakers, emerging and existing organizations, particularly 
manufacturing firms, to encourage environmentally-friendly 
activities and produce goods and processes through a successful 
incentive scheme, thus increasing customer loyalty. 
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Introduction 


Environmental sustainability has emerged in recent decades as one of the world's most pressing concerns. 
Protecting the natural environment and its wealth for future generations has become an essential topic for 
policymakers and executives (Hameed et al., 2020). Stakeholders such as consumers and employees recently 
requested companies to improve environmental accountability (Yuriev et al., 2018). That has generated more 
stress and motivated business organizations by taking environmentally sustainable practices and processes 
(Saeed et al., 2018). Jabbour and de Sousa Jabbour (2016) postulated that building and enforcing green 
management practices is competitively advantageous. Many organizations are trying to establish and incorporate 
a structured environmental management system to achieve this growth. Dumont et al. (2017) clarified that green 
initiatives are the main green human resources management (GHRM) practices that require action on the part 
of employees to help achieve organizations’ green objectives. Therefore, GHRM practices are essential for 
employees to participate in green initiatives in line with the organization’s vision (Pham et al., 2020). Since the 
organization plays an active role in attaining sustainable growth, many scholars have focused on connecting 
human resources management (HRM) and environmental management by underlining the value of green 
workforce management in businesses. Therefore, GHRM is the alliance of HRM with environmental 
management, which helps companies improve environmental performance (EMP) by enhancing employee 
environmental engagement (Rawashdeh, 2018). GHRM in corporate companies has become critical as human 
resources departments work to foster businesses' green culture by maintaining green offices and green practices. 
GHRM is an indispensable strategic tool to meet companies' sustainability goals. 


There is a rising outcry concerning environmental degradation owed to industrial operations in manufacturing 
areas worldwide, and environmental issues are reportedly widespread (Bour et al., 2019a; Bour et al., 2019b). In 
various manufacturing industries, organic and inorganic waste are mainly released into the environment. That 
includes acids, extremely toxic minerals like mercury or arsenic, or organic poisonous substances. Such 
environmental injustices may have detrimental consequences; insecure water for home use and even irrigation. 
The toxins can reach the alimentary chain and cause human health problems (Chan and Hsu, 2016). The 2020 
Environmental Performance Index (EPI) ranked Ghana at 168" out of 180 countries with 27.6 on 32- 
performance indicators across 11 issue categories covering environmental health and ecosystem vitality. This 
finding reveals that Ghana is not doing well in environmental protection issues compared to other countries. 
Manufacturing activities contribute a greater percentage to this problem. Hence, this calls for effective 
environmental management policies and practices to be formulated and implemented by all institutions to 
improve Ghana's environmental performance. Unfortunately, the literature concerning environmental 
performance, particularly in the Ghanaian context, is of minimal quality, considering the significance and 
complexity of these problems. This study will give organizations in Ghana indigenous empirical evidence to 
create and implement environmentally friendly policies and practices that lead to environmental sustainability. 
In this regard, this study aims to analyze the value of greening HRM practices and examine the effect on the 
environmental performance of small and medium-sized manufacturing enterprises in Ghana. 


As a result, several studies have investigated the relevance of GHRM on EMP. For example, Gilal et al. (2019) 
explored the nexus amid GHRM practices and EMP in Pakistan's higher education institutions. Their findings 
indicated that GHRM practices had a favorable impact on EMP due to employees' environmental zeal. They 
also claimed that when employees are deeply invested in environmental principles, the effect of GHRM 
practices on environmental ardor becomes critical. Also, Rawashdeh (2018) explored the link between GHRM 
practices and EMP in the health sector of Jordan. Their findings revealed a strong positive linkage between 
GHRM practices and EMP. Their findings also revealed a considerable adoption of GHRM in health 
institutions, with the highest link between recruiting and selection and the slightest correlation between training 
and development. Singh et al. (2020) conducted a study on GHRM practices and EMP in the manufacturing 
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sector of the United Arab Emirates. They discovered that GHRM activities through green innovation (GI) 
impact a firm's EMP. 


Furthermore, Sobaih et al. (2020) evaluated the association amid GHRM practices, GI, and EMP in Egypt's 
small lodging firms. The investigators discovered that owner-managers green ability, motivation, and 
opportunity directly, positively, and substantially influenced organizational GI and EMP. They proposed that 
the ability of owner-managers is one of the most effective GHRM practices for GI and EMP. The results once 
again displayed that when GI was introduced, the effect of GHRM activities on EMP was doubled, 
demonstrating the importance and essential significance of GI in EMP. Yafi et al. (2021) looked at the 
interaction between GHRM practice and EMP in Malaysia, and their research found that green training had a 
material impact on EMP. Further investigations between the variables were performed in Bahrain (Ahmed et 
al., 2019). The study found a positive connection between GHRM practices and EMP with employee 
engagement mediating the link between the two variables. 


Based on the above highlights, the current study explores the role of GHRM practices on EMP of small and 
medium-sized manufacturing enterprises in Ghana, considering the role of GI. This study adds to existing 
knowledge by employing covariates like green recruitment and selection, green compensation, green training 
and development, green innovation, and EMP. This study contributes to the extant literature on GHRM 
activities and EMP in the Ghanaian context and has been grouped into the following categories: First, the study 
extends the limited research on understanding the role of GHRM practices on EMP. This current study is 
among the first to consider these variables in the Ghanaian context. Second, the analytical procedures used in 
this study differ significantly from earlier studies. The study employed “PLSpredict” in assessing the predictive 
relevance of the study’s model due to its robustness. PLSpredict is the current technique to assess the predictive 
relevance (Shmueli et al., 2019). Most previous studies on EMP did not use this more effective estimator. Last, 
numerous studies on EMP have been undertaken. None withstanding, this study considered the issue of 
common method bias (CMB) as opposed to the numerous studies done in this field but did not consider issues 
of CMB. According to Kock (2015), a probable cause of CMB is the implicit societal attraction related to 
responding to questions in a survey using a unique procedure that causes the variables to bear a certain amount 
of similar variations. The issue of CMB was solved in this research by providing appropriate reliability evidence, 
factor structures, convergent, and discriminant validity as suggested by Conway and Lance (2010). Again, 
variance inflation factor (VIF) assessment of collinearity proposed by Kock (2015) was performed to equally 
salvage the CMB issue in this research. 


The following is the procedure the rest of the study took: the empirical literature supporting the study is given 
in the “Literature Review” part. The "Methodology" portion represents the method of the research. The 
empirical findings are outlined in the "Research Results" section, and the final section of the study is the 
discussion, policy implication, limitations, and recommendations. 


Literature Review 


Environmental Performance 

Organizational performance is defined as the outcome of all organizations! activities and can be measured by 
analyzing their current actions concerning their effectiveness and productivity (Ghosh et al., 2017). The 
resource-based theory claims that cooperation can be successful by managing organizational resources to 
produce positive outcomes and become the market leader (Singh et al., 2019). Organizational environmental 
performance refers to the execution of policies that positively impact the environment. Therefore, businesses 
are actively invited to implement appropriate environmental management policies to benefit from 
environmental conservation (Jabbour and de Sousa Jabbour, 2016). Many businesses have adopted tactical 
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environmental performance programs to achieve a competitive benefit (Alonso-Almeida et al., 2018). Investors 
trust that ecologically concerned establishments are pricey. Investors argue that customers and the capital 
market trust green companies; therefore, environmental success will improve corporate performance (Chiu et 
al., 2020). An organization's and managers' understanding of environmental performance has also increased by 
a rising figure of environmental laws and market pressure (Raab et al., 2018). From the above discussion, the 
value of environmental performance is thought to represent an excellent chance to increase the competitive 
benefits of companies in a win-win state as it is a strategic prospect for organizations to incorporate 
environmental performance in corporate tactics and to reinvent the process through a green conception 
(Dangelico et al., 2017). Implementing environmental performance programs has led to several businesses' 
pollution reduction, greenhouse gas reduction, and hazardous waste reduction (Kim et al., 2019). Only if the 
organization has the right personnel with the right qualifications can environmental performance be carried out 
successfully (Kim et al., 2019). Therefore, human resource practices must be associated with corporate strategic 
objectives. 


Green Human Resource Management 


Research reveals that HRM systems have moved from outdated work methods; low personnel interaction levels 
to more engaging and accommodating phases; thus, workers are motivated to develop talents, knowledge, and 
approaches (Harrison and Bazzy, 2017). GHRM refers to HRM techniques directed at the economic and 
environmental effects of enterprises in a period of enhanced awareness of environmental protection and the 
production of natural resources (Singh et al., 2020; Siyambalapitiya et al., 2018) and is related to an excellent 
ecological tactic and green activities of employees (Roscoe et al., 2019). We claim that GHRM is a significant 
part of sustainable HRM literature and reflects healthy environmental management practices. GHRM serves as 
a platform to relate human resources management practices to environmental management activities (Ansari et 
al., 2020; Masri and Jaaron, 2017). Green human resources management thus reflects the planned 
environmental protection direction of the company and calls on senior management to take note of 
organizational strategies and activities that enable workers to partake in green work habits to minimize 
environmental pollution at work (Longoni et al., 2018; Singh et al., 2020). Green human resources management 
entails introducing human resource structures of the enterprise's ecological management goals, including 
compensation, training and development, and last, recruitment and selection (Cheema and Javed, 2017; Singh 
et al., 2020). 


Green Recruitment and Selection 


Green recruiting and selection (GRS) is considered one of the human resource management activities, offering 
the prospective employer an incentive to adopt green human resource management initiatives. Seeking and 
maintaining professional workers is recognized as the world's greatest challenge for human resources managers 
(Mwita and Kinemo, 2018). Environmentally conservative business entities are marketing themselves to recruit 
knowledgeable, green-known practitioners who also follow green practices and sustainability issues. On the 
other side, job searchers train themselves for green culture's international norms as green workers. Green 
workers prefer organizations with environmental and social responsibility for their core businesses (Chaudhary, 
2018). The work analysis process should involve and interact on environmental issues in the job description 
and job requirements of companies and clearly describe the selected applicant's requirements (Paillé, 2019). The 
job description should take into account statements clarifying and assuring the relevance of environmental 
reporting, according to Aranganathan (2018) research findings. Second, inductive preparation should 
concentrate on providing information on its strategies, principles, and green objectives on Newcomers! 
environmental conservation. Third, interviews with prospective candidates should be structured for evaluating 
greening proposals for prospective applicants. Masri and Jaaron (2017) indicated that a leading portion of the 
interview requirements would interview potential candidates on environmental issues. Arulrajah and Opatha 
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(2016) said that businesses could build the necessary support for achieving success in protecting the 
environment by developing new jobs with an environmental issue or linking environmental tasks to each 
position's duties environment management aspects of companies in particular. The choice of the best 
environmentally engaged candidates for company greening initiatives should ensure the shortlisting of applicant 
quality criteria (Nejati et al., 2017). Past research has shown a substantial impact of GRS on organizations! 
environmental performance (Kim et al., 2019; Rawashdeh, 2018; Yusoff et al., 2020). The following hypothesis 
is suggested in light of the above discussion: 


H1: Green recruitment and selection have a positive influence on environmental performance. 


Green Training and Development 

Green training is one of the greatest significant green human resource activities for green management 
performance in businesses. Environmental training is an effective technique for human resources development 
(Aragão and Jabbour, 2017). The goal is to promote the public's attention to environmental issues and their 
awareness, build an active attitude towards greening initiatives and improve waste reduction and energy saving 
(Zoogah, 2018). In supporting environmental management system efficiency, Teixeira et al. (2016) insisted that 
environmental training is immensely functional. Environmental preparation is also crucial for successfully 
implementing the environmental management framework and developing a green business culture (Teixeira et 
al., 2016). Mishra (2017) concluded that environmental preparation is essential for systematic low carbon goods 
production to mitigate climate change. Saeed et al. (2019) have revealed that customized and tailored green 
employee training is essential for businesses. The usefulness of the training program with an effective 
instrument is also assessed. Rawashdeh (2018) proposed that some practical methods for environmental 
conservation, energy management, and safety recycling training, green workplace research, waste handling, 
environmental training, and programs be integrated into the training programs and the rotation of work by 
future green managers. These training programs must focus on educational necessities to reach significant 
environmental benefits through training (Masri and Jaaron, 2017). More academic works have shown 
significant and positive linkages amid green training and development and environmental performance 
(Abuelhassan and Elsayed, 2020; Rawashdeh, 2018; Yusoff et al., 2020). The following hypothesis is suggested 
in light of the above discussion: 


H2: Green training and development have a positive impact on environmental performance. 


Green Compensation 

The Green Incentive System is a crucial motivator and recognizes its significant environmental output (Teixeira 
et al., 2016). The goal is to achieve, conserve, and inspire people to achieve good performance and recognize 
the value of preserving the environment (Rawashdeh, 2018). A green compensation system is when a company 
aligns its system with its green strategies and practices. It should produce green workplace initiatives, lifestyle 
initiatives and reduce carbon emissions (Ramasamy, 2017). People need to be compensated for their 
participation in accepting the growth of environmentally friendly philosophy (Mishra, 2017). This could be a 
part of the several different incentives that businesses can use to gain green skills. Bonuses can take the form 
of financial-oriented environmental management awards (for example, premium, cash, bounces), non-financial 
environmental management rewards (vacation, gifts, study leave bonuses), recognized environmental 
management (for example, external roles and regular lounges), and constructive environmental management 
rewards (Arulrajah and Opatha, 2016; Rawashdeh, 2018). All those types of incentives appreciate staff engaged 
in environmentally friendly practices (Renwick et al., 2013) by identifying and remunerating people committed 
to the goals of the environment and those managers who inspire employees to carry out eco-friendly initiatives 
(Arulrajah and Opatha, 2016). Numerous works have established that companies can attain positive 
environmental performance by contributing various rewards like letters of appreciation, promotions, profits, 
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bonuses, money, and gifts (Arulrajah and Opatha, 2016; Rawashdeh, 2018; Saeed et al., 2018). The following 
hypothesis is suggested in light of the above discussion: 


H3: Green compensation has a significant impact on environmental performance. 


The Mediating Role of Green Innovation 

Green innovation (GI) applies to the production of environmentally sustainable goods and procedures through 
the implementation of corporate activities, including greener raw materials, the utilization of smaller amounts 
of materials throughout the design of products using eco-design philosophies, and the reduction of pollutants, 
the reduction of water, energy and other raw materials consumption (Dubey et al., 2017). Several previous 
reports indicate that green innovation companies are incredibly competitive (Albort-Morant et al., 2018). GI 
companies have more significant average results than their competitors, as they exploit their green capital and 
ability to react rapidly and appropriately to consumer demands(Allameh and Khalilakbar, 2018) and incorporate 
intangible assets and wealth. Green innovation and green business performance are strengthened by GHRM 
(Jia et al., 2018; Singh et al., 2020). Earlier research shows GHRM affects GI (Guerci et al., 2016). Previous 
research has also proposed that human resource management bundles or structures affect innovation (Feng 
and Chen, 2018; Fu, 2015; Singh et al., 2020). Human resource management bonds or mechanisms control 
executive, procedure, and product innovation (2008) and even lower human capital start-ups. Human resource 
management systems are a significant source of GI (De Winne and Sels, 2010). Human resource management 
practices focusing on stimulating a philosophy of dedication than compliance positively affect the organization's 
GI orientation (Singh et al., 2020). Feng and Chen (2018) propose that strategic human resource management 
positively affects product innovation in companies with a developmental atmosphere and a flat organizational 
framework. 


Moreover, existing literature indicates that the green recruitment and selection method should hire prospective 
workers based on their environmental values (Roscoe et al., 2019). It will allow new hires to recognize 
companies’ ecological importance and views (Jackson and Seo, 2010) and draw on future employees' beliefs in 
the Environment (Rawashdeh, 2018). Green training and development and green recompenses and 
reimbursement are equally critical human resource management activities for promoting environmental 
efficiency (Jabbour and de Sousa Jabbour, 2016; Singh et al., 2020). We claim that GTD initiatives targeted to 
progress the skills and institutionalize eco-friendly goals, roles, and performance management system reviews 
for workers engaged in green place of work research, recycling, waste management, and energy conservation 
(Singh et al., 2020). 


Green innovation is related to a robust environmental sustainability policy, which stimulates environmental 
performance (Tariq et al., 2019; Varghese, 2019). GI is a planned advantage for environmental success 
(Karabulut, 2019). Innovating green products and processes significantly reduces the organization's negative 
impact on the environment and increases business efficiency by reducing waste and costs, saving money, time 
and energy, financial, environmental, and social success (El-Kassar and Singh, 2019; Singh et al., 2019). 
Previous research indicates that through constructive corporate intentions and practices to improve 
environmental efficiency and achieve a strategic advantage; green innovation should not be viewed as reactive 
steps against stakeholder pressures (Singh et al., 2020; Sobaih et al., 2020). Via GI, we project that GHRM 
practices directly impact environmental performance. Hence, we propose these: 


H4: Green innovation mediates the relationship between green recruitment and selection and environmental 
performance. 


H5: Green innovation mediates the relationship between green training and development and environmental 
performance. 
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H6: Green innovation mediates the relationship between green compensation and environmental performance. 


The Conceptual Framework 
Below is the conceptual framework obtained based on the above literature: 


Environmental 
Performance 


Figure 1: Conceptual framework 


Methodology 


The study used quantitative methods to analyze classification features, measure figures, and create a statistical 
pattern to test hypotheses and clarify findings. The study was conducted in the Greater Accra Region of Ghana. 
Greater Accra Region has the smallest and medium-sized manufacturing enterprises in Ghana. The study 
population consisted of business owners and employees working at small and medium-sized manufacturing 
enterprises in Ghana's most economically viable region, the Greater Accra Region. The primary source of data 
was used in this study. Primary data was obtained by distributing questionnaires (online survey) to business 
owners and employees from ten (10) well-known small and medium-sized manufacturing enterprises in the 
capital region, Greater Accra, Ghana using a Simple Random Sampling technique. Two Hundred and Ninety- 
Four (294) accurate responses were retrieved out of 300 overall survey responses. The remaining six (6) were 
considered invalid and therefore omitted as they were either substantially incomplete responses or had missing 
values. 


Environmental performance was measured with four items (Daily et al., 2012; Melnyk et al., 2003). Green HRM 
practices (GTD and GC) were assessed using four items each (Arulrajah and Opatha, 2016; Rawashdeh, 2018). 
GRS was assessed with three items taken from (Arulrajah and Opatha, 2016; Rawashdeh, 2018). We adapted 
five items to measure green innovation: three green product innovation items and two green process innovation 
items (Chen et al., 2006). The items selected were measured on a five-point Likert scale with the scale limits 
stretching from strongly disagree (1) to strongly agree (5). 


The data obtained from the online survey platform was transferred into an excel spreadsheet for easy 
accessibility and analysis. Both exploratory and confirmatory analyses were carried out on the obtained data to 
authenticate the validity and reliability of the model. Statistical Package for Social Sciences (SPSS) version 26.0 
was used to access the descriptive variables, which are the demographic characteristics of the respondents. 
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Structural Equation Model through Partial Least Squares (PLS), SmartPLS version 3 software was used to 
analyze the study's measurement and structural models. The measurement model evaluated the reliability and 
validity of the data obtained from the survey through a series of tests. The structural model employed a two- 
stage analytical procedure proposed by Hair Jr et al. (2016) to test the study’s hypotheses. The path coefficients 
of the various hypotheses were assessed through a bootstrapping method (5000 resamples) and the factor 
loading of each construct (Hair Jr et al., 2016). The model’s predictive significance (Q?), effect sizes (f°), and 
PLS predict were all assessed to establish the relevancy of the study model. 


Research Result 


Respondents Demographic Profile 
Table 1: Respondent's Profile 


Demographic Characteristics % 
Male 72.3 
a Female 21A 
18 - 25 years 38.8 
26 — 35 years 47.2 
A 

ae 36 — 45 years 9.9 
46 years and above 4.1 
Diploma certificate 69.6 
Qualification Bachelor degree 20.9 
Post-graduate degree 9.5 

Less than one year 3.1 
. Between 1 to 2 years 15.5 
Wert Eapcacace Between 2 to 5 years 41.2 
Above five years 40.2 


The demographic characteristics of respondents are one important part of every research. The difference in 
respondents’ demographic information usually determines the essence and approach to address a condition. 
Several studies, including Wahab and Othman (2021) and Wahab and Tajuddin (2020), assert that demographic 
characteristics of respondents play a vital role so far as improvement and solving specific situations are 
concerned. In this study, the respondents’ demographic information is derived from owners and employees of 
small and medium-sized manufacturing firms. The diversity in age, education, and work experience of the 
sampled population often requires a unique approach in addressing situations. For instance, workers with 5 
years of working experiences might be much better in training and development programs in relation to the 
work compared to workers with less than one-year experience. Thus, the approach of the manufacturing 
organizations must also differentiate based on respondents’ demographic profile to suit and match their current 
satisfaction and needs. In light of the above discussion, the respondents’ demographic profile were discussed. 


The descriptive statistics of the respondents presented in Table 1 showed 72.3% males and the remaining 27.7% 
females. Also, 38.8% of the respondents were between the ages 18 years to 25 years, 47.2% were between 26 
years to 35 years, 9.9% constituted the ages between 36 to 45 years, whereas the least percentage, which is 4.1, 
constituted the age range 46 years and above. Concerning the respondents’ working experiences, 3.1% had not 
up to one year of experience at their current workplaces, 15.5% had 1 to 2 years working experience at their 
current workplaces, 41.2% had 2 to 5 years of work experience, and 40.2% had more than 5 years of work 
experience. Finally, with the respondents’ educational background, 69.6% had obtained a diploma certificate, 
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20.9% had a certificate of bachelor's degree, and 9.5% had a post-graduate degree certificate (either a master's 
degree or a doctoral degree). 


Measurement Model Assessment 
Table 2: Assessment of Construct Reliability and Validity 


Cronbach Composite AVE 
C i Loadi 20. 
E Notation Loadings(=0.60) 41 na(20.70) Reliability(20.70) (20.50) 
EMP1 0.760 
Environmental EMP2 0.798 
; ; 62 
Performance EMP3 0.821 OTe O80? vest 
EMP4 0.779 
GRS1 0.737 
G R i d 
: ean Beware a GREI 0.868 0.772 0.869 0.690 
ae GRS3 0.880 
GTD1 0.852 
Green Training and GTD2 0.853 
0.885 0.920 0.742 
Development GTD3 0.910 
GTD4 0.821 
GC1 0.841 
. GC2 0.783 
Green Compensation GC3 0.836 0.841 0.893 0.676 
GC4 0.828 
GI1 0.710 
GI2 0.727 
Green Innovation GI3 0.788 0.823 0.876 0.586 
GI4 0.789 
GI5 0.809 


Table 2 presents the assessment of the measurement model, which is also known as the preliminary test 
assessment. The measurement model assessment employs Factor Loading, Cronbach Alpha, Composite 
Reliability, and Average Variance Extracted (AVE) to check for the validity and reliability of the data. The factor 
loadings of the various constructs in Table 2 exceeded the threshold value of 0.6 proposed by Chin et al. (2008). 


The Cronbach alpha, which measures the internal consistency of the constructs, exceeded the threshold value 
of 0.70 (Hair Jr et al., 2016). Also, the composite reliability values are between 0.869 and 0.920, which far 
exceeded the threshold value of 0.7 (Hair Jr et al., 2016). The thumb rule for the AVE suggests that its values 
should not be below the threshold of 0.5 (Hair Jr et al., 2016). In Table 2, it can be seen that the AVE values 
of the various constructs exceeded 0.5, which is statistically good for the analysis. 


The measurement assessment passed the convergent validity, internal reliability, and construct reliability tests 


suggesting that the model is good enough for the structural analysis to be carried out, supporting those of Ying 
et al. (2021), Korankye et al. (2021), and Tackie et al. (2020). 
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Table 3: Collinearity Values 


Construct Items VIF (Inner Values) VIF (Outer Values) 
EMP1 1.476 
: EMP2 1.666 
Environmental Performance EMP3 = 1.705 
EMP4 1.605 
GC1 1.910 
. GC2 1.660 
Green Compensation GC3 1.237 2191 
GC4 1.779 
GI1 1.521 
G12 1.622 
Green Innovation GI3 1.313 1.883 
GI4 1.703 
GI5 1.856 
GRS1 1.297 
Green Recruitment and Selection GRS2 1.237 2.081 
GRS3 2.228 
GTD1 2.498 
ae GTD2 2.067 
Green Training and Development GTD3 1.046 2143 
GTD4 2.028 


Table 3 present the VIFs valuations of the individual constructs. According to Dormann et al. (2013), the VIF 
assessment is performed to estimate the connections between a dependent variable and a cluster of independent 
variables. Grewal et al. (2004) argued that the problem of collinearity occurs when the sample size involved in 
the survey is insignificant in number. Yet, collinearity is likely to occur if all the study variables have the same 
linear properties (Dormann et al., 2013). Kim (2019) proposed that if the VIF values are more than 5, there is 
a collinearity problem with the model, whereas VIF values less than five mean there is no collinearity problem 
with the model. From Table 3, it is evidenced that all the values of the VIF assessment are lesser than the 
threshold value signifying that the model has no collinearity problems, supporting those of Ahakwa et al. (2021a) 
and Odai et al. (2021). Also, the occurrence of a VIF greater than 3.3 is proposed as an indication of pathological 
collinearity and indicates that the model may be contaminated by CMB. Therefore, if all VIFs resulting from a 
collinearity test are equal to or lower than 3.3, the model can be considered free from common method bias 
(Kock, 2015). Hence our VIFs values in Table 3 suggest that our model is free from CMB, collaborating with 
Ahakwa et al. (2021b) and Ahakwa et al. (20210). 


Table 4: Fornell-Larcker's Discriminant Validity 


Constructs 1 2 3 4 5 
Environmental Performance 0.790 

Green Compensation 0.540 0.822 

Green Innovation 0.497 0.375 0.766 

Green Recruitment and Selection 0.465 0.349 0.376 0.831 

Green Training and Development 0.248 0.057 0.208 0.078 0.862 


Note: Values on the diagonal (bolded) are the AVE's square root, while the off-diagonals are correlations. 
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Table 5: Heterotrait-Monotrait Ratio (HTMT) for Discriminant Validity 


Constructs 1 2 3 4 5 
Environmental Performance 

Green Compensation 0.595 

Green Innovation 0.658 0.432 

Green Recruitment and Selection 0.587 0.427 0.473 

Green Training and Development 0.289 0.064 0.237 0.092 


Note: Shaded boxes are the standard reporting format for the HTMT procedure. 


Table 4 and Table 5 present the discriminant validity, which signifies the degree to which the measures do not 
reflect other variables. Two different criteria were used to assess the discriminant validity of the model; thus, 
Fornell-Larcker Criterion propounded by Fornell and Larcker (1981) and the Heterotrait-Monotrait (HTMT) 
criterion proposed by Henseler et al. (2015). Henseler et al. (2015) believe that the HTMT ratio of correlations 
is considered more reliable than the Fornell-Larcker Criterion. In presenting both criteria, Table 4 presents 
Fornel-Larcker’s criterion. This criterion shows the square root of the AVE values in diagonal, and according 
to Fornell and Larcker (1981), the values in diagonal must be larger than its corresponding correlation 
coefficient. So, from Table 4, it can be seen that all the values in diagonal are larger than their corresponding 
correlation coefficient, suggesting a satisfactory discriminant validity (Fornell and Larcker, 1981). The HTMT 
criterion is presented in Table 5. The thumb rule is that when the HTMT value is bigger than 0.85, there is a 
discriminant validity problem (Kline, 2011). From table 5, it can be seen that the HTMT values obtained are 
lesser than 0.85 suggesting the model is free from discriminant validity problems (Tackie et al., 2020). 


Structural Model Assessment 


Green 
Recruitment 


and Selection EMP1 
BSTS 
27.158 EMP2 
GTD2 23.272 34.313 


55.224 4.442 
21.714 


Green Training 25.383 


GTD4 and Environmental 


7.339 
GC1 

39.117 
cce 25.219 

37.516 
GC3 

34.811 
Green 
GCA Compensation 


Figure 2: The structural model for direct relationships 


110 


SEISENSE Journal of Management 
Vol 4 No 4 (2021): DOI: https://doi.org/10.33215/sjom.v4i4.704 , 100-119 
Research Atticle SEISENSE 


Table 6: Hypotheses Testing (Direct Relationships) 


Relationships Path Mean Std t-stat Prob Decision 
H1: GRS — EMP 0.322 0.323 0.061 5.315 0.000* Supported 
H2: GTD — EMP 0.196 0.198 0.044 4.442 0.000* Supported 
H3: GC — EMP 0.378 0.381 0.052 7.339 0.000* Supported 


Note: * denotes significance at 1% level; EMP, environmental performance; GRS, green recruitment and 
selection; GTD, green training, and development; GC, green compensation, GI, green innovation. 


In measuring the structural model, we first assessed the direct relationships between the variables. The results 
showed that, GRS positively and significantly affected EMP (6 = 0.322, t-statistics = 5.315, p < 0.01), and GID 
positively and significantly affected EMP (6 = 0.196, #statistics = 4.442, p < 0.01). GC also positively and 
significantly affected EMP (6 = 0.378, tstatistics = 7.339, p < 0.01). Consequently, H1, H2, and H3 were all 
supported (See Table 6). 


Table 7: Indirect Relationship 


Relationships Path Mean Std t-stat Prob Decision Mediation Type 
H4: GRS > GI => EMP 0.146 0.151 0.035 4.160 0.000* Supported PM 
H5: GTD + GI —> EMP 0.093 0.097 0.030 3.054 0.002* Supported PM 
H6: GC — GI —> EMP 0.152 0.157 0.037 4.121 0.000* Supported PM 


Note: * denotes significance at 1% level; PM, partial mediation; EMP, environmental performance; GRS, green 
recruitment and selection; GTD, green training, and development; GC, green compensation, GI, green 
innovation. 


Second, we assessed the indirect relationships by measuring the mediating effects of the constructs. GI 
positively and significantly mediated the relationship between GRS and EMP (f = 0.084, ż+statistics = 3.667, p < 
0.01), and GI positively and significantly mediated the association between GTD and EMP (p = 0.053, statistics 
= 2.809, p < 0.01). GI also positively and significantly mediated the connections between GC and EMP (6 = 
0.085, tstatistics = 3.498, p < 0.01). Therefore, H4, H5, and H6 were all supported (See Table 7). 
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Figure 3: The structural model for indirect relationships 
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Table 8: Effects Size 


Relationships f square (f?) Effect size 
GRS — EMP 0.083 Medium 
GTD — EMP 0.039 Medium 
GC — EMP 0.125 Medium 


Note: EMP, environmental performance; GRS, green recruitment and selection; GTD, green training and 
development; GC, green compensation. 


The effect size (f) proposed by Cohen (1988) was next assessed. The guidelines proposed are 0.02 for small 
effects, 0.15 for medium effects, and 0.35 for large effects (Cohen, 1988). Table 8 indicates that all the direct 
relationships had medium effects. 


Table 9: Predictive Relevance 
Constructs R square (R?) Adjusted R? Q square (Q?) 
EMP 0.388 0.381 0.269 
Note: EMP, environmental performance. 


Table 9 reveals the model's values for R square (R?), Adjusted R?, and Q square (Q?). From Table 9, it can be 
seen that an R square value of 0.388 explains a total variance of 38.8% between GRS, GTD, and GC in EMP. 
This value is higher than 0.26, which is a benchmark value proposed by Cohen (1988), and it indicates that the 
model is substantial. Chin et al. (2008) assert that when the (G7), which is the predictive sample reuse technique, 
is evaluated together with both R? and F, they effectively present the predictive relevance of the model. The 
Q’ is generated through a blindfolding technique and reveals the usefulness of data in terms of reassembling 
them practically via the study model and the PLS features, thus, cross-validated redundancy measures. 
According to Chin et al. (2008), when the Q? value is greater than zero (0), the model is classified as having high 
predictive power. However, when the Q? value is below zero (0), it means the study’s model lacks predictive 
relevance. So, the Q? value of 0.269 presented in Table 9 proposes that the study’s model has a remarkable 
predictive relevance. 


Table 10: PLS Assessment of Manifest Variable (Original Model) 


Items PLS-RMSE Q? predict LM-RMSE (PLS-RMSE)-(LM-RSME) 
EMP1 0.569 0.169 0.575 -0.006 
EMP2 0.660 0.229 0.668 -0.008 
EMP3 0.572 0.289 0.580 -0.008 
EMP4 0.689 0.211 0.709 -0.002 


Note: RMSE, root mean squared error; LM, linear model; EMP, environmental performance. 


Following the guidelines recommended by Shmueli et al. (2019), the PLS predict of the model was assessed. 
To begin with this analysis, the PLS-SEM Q? predict values are first evaluated. PLS predict indicates a highly 
symmetrical distribution in prediction errors when the Q? values are greater than zero (0). Table 10 illustrates 
that the Q? predict figures are bigger than zero, suggesting that the PLS-RMSE values should be compared with 
the LM-RMSE as pointed by Shmueli et al. (2019). After the comparison, we realized that the PLS-SEM analysis 
produced a lower forecast error for all the indicators as seen in the EMP1, EMP2, EMP3, and EMP4 bearing 
0.569, 0.660, 0.572, and 0.689, respectively. In contrast, LM produced RMSE figures of 0.575, 0.668, 0.580, and 
0.709, respectively, for the model estimation using PLS-RMSE. So, the negative values obtained in Table 10 
after deducting the PLS-RMSE values from the LM-RMSE values indicated a high predictive power of the 
model, supporting those of Ahakwa et al. (2021c), Quagraine et al. (2021), and (Odai et al., 2021). 
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Discussion 


The study aimed to analyze GHRM practices in Ghana's EMP in the manufacturing sector. The role of GL. 
The findings disclosed that GRS significantly and positively affected EMP. The positive interaction means that 
as GRS increases or decreases, so will EMP increase or decrease and vice versa. The significant interaction 
implies that GRS had a material impact on EMP of manufacturing industries in Ghana. This signpost that 
businesses must recruit candidates with a green approach and therefore engage in individuals who are already 
environmentally friendly and are used to environmental sustainability, such as waste management and recycling, 
to improve EMP. In turn, these people will aid manufacturing industries to realize their EMP. The outcome of 
this study is comparable to some past studies that found GRS to be an essential determinant of EMP (Kim et 
al., 2019; Rawashdeh, 2018; Yusoff et al., 2020). 


Also, the findings disclosed that GTD has a significant positive effect on EMP. A rise or decline in GTD results 
in a rise or decline in EMP and vice versa substantially. To make EMP part of the company's beliefs, industrial 
firms need to offer personnel environmental education to increase their awareness of the environment and 
appreciate the environment. As this strengthens the employee's knowledge base and contributes to a deeper 
understanding of their environmental and business priorities or goals. More fantastic support was reported in 
several prior studies, which found GTD critical in influencing EMP (Abuelhassan and Elsayed, 2020; 
Rawashdeh, 2018; Yusoff et al., 2020). 


Moreover, this study's results show that GC has a substantial positive influence on EMP. This implies that an 
increase or decrease in GC will increase or decrease EMP and vice versa. The significant impact implies that 
GC has a substantial effect on EMP of manufacturing industries. This indicates that rewards would increase 
workers' awareness in the workplace to the full and encourage them to attempt to meet the organization's goals. 
Moreover, manufacturing firms should encourage environmentally-friendly activities and produce goods and 
processes through a successful incentive scheme, thus increasing customer loyalty. This study’s findings are 
consistent with previous studies that found GC as a significant driver of EMP (Arulrajah and Opatha, 2016; 
Rawashdeh, 2018; Saeed et al., 2018). 


The findings disclosed that GI significantly and positively mediates GHRM practices (GRS, GTD, and GC) 
and EMP. This finding is in line with former research that shows GHRM practices significantly affects GI 
(Guerci et al., 2016; Singh et al., 2020), wherein innovating green products and processes significantly reduce 
the organization's negative impact on the environment and increases business efficiency by reducing waste and 


costs, saving money, time and energy, financial, environmental, and social success (El-Kassar and Singh, 2019; 
Karabulut, 2019; Singh et al., 2019). 


All the three GHRM practices (GRS, GTD, and GC) had significant effects on environmental performance. 
This suggests that GHRM practices must be employed as a multidimensional variable that can improve 
environmental performance. The influences of GHRM practices on environmental performance were not 
equal; as a result, GC had the most significant influence on environmental performance, followed by GRS and 
last GTD. Nevertheless, all the three GHRM practices (GRS, GTD, and GC) need to function in synergy to 
achieve the desired result. This result highlights the importance of organizations promoting environmentally- 
friendly activities in producing goods and services through an effective incentive system. Additionally, the ability 
of management to select the right person, thus, recruiting employees who have afore-knowledge about 
environmental values, designing, and promoting employees’ environmental training, enhances green innovation 
and environmental performance. 
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Conclusion 


This research looked at the relationship between GHRM practices and EMP in Ghana, considering green 
innovation's mediation role. More specialized structural equation estimation techniques were used for the 
analysis to uncover accurate and valid results. Preliminary checks were done to determine whether the variables 
met internal consistency reliability, Composite reliability, and average variance extracted. All the study variables 
surpassed the threshold value for internal consistency reliability, composite reliability, and average variance 
extracted from the outcome. Also, a preliminary check was done to find out whether the study variables could 
be used together or not. The outcome of the test revealed no multicollinearity problem in the study model. 
According to the findings of Fornell-Larcker’s discriminant validity and Heterotrait-Monotrait Ratio (HTMT) 
discriminant validity, there was no discriminant validity problem in the study variables. Next, structural equation 
regression estimation was employed to investigate the effect connection between the variables. The outcomes 
showed that GRS, GTD, and GC had a significant positive effect on EMP. Also, it was revealed that GC had 
the highest impact on EMP, followed by GRS and last GTD. Furthermore, GI significantly and positively 
mediated the association between GHRM practices and EMP. The study finally evaluated the predictive 
relevance of the study model, and from the outcome, the model has high predictive power. The techniques 
employed in this study indicate that the findings are accurately sufficient to be regarded for theoretical and 
practical implications. As a result, theoretical and practical implications were discussed. 


Theoretical Implications 

In line with the study’s expectations, it was found that GHRM practices have a significant positive relationship 
with EMP. Also, GI significantly and positively mediates the association amid GHRM practices and EMP. This 
research will add to the works on GHRM practices and EMP in Ghana's manufacturing sector, and other 
developing countries can emulate. Again, the research is vital to the academic field because it will guide students 
and other researchers in similar fields of study. 


Practical Implications 


Our findings give executives, administrators, and organizations a set of critical suggestions for making green 
innovation happen and using it to beat competitors in the markets for superior environmental performance. 


First, we claim that it is beneficial for organizations to achieve a positive image in consumers! minds by engaging 
in environmental protection. It has become more demanding, and organizations need to drive green in 
producing goods and services. Our study findings recommend that organizations prioritize and improve the 
green leadership habits needed for GHRM activities to be implemented. GHRM activities are critical in 
recruiting, increasing, and retaining workers who help the company's strategy cope with competition through 
green processes and green products. Additionally, organizations should recognize GHRM practices as a 
competitive benefit in channeling human capability to its environmental management efforts. Therefore, our 
research implies that organizations should incorporate GHRM practices in the corporate's multidimensional 
social systems to make human capital useful enough to improve EMP. We argued that GHRM practices are the 
organization's strategic direction to sustainable protection and allow staff to show green work methods to 
reduce environmental emissions. Therefore, we propose that management in charge of manufacturing 
organizations should balance environmental management objectives with GHRM practices and policies to 
encourage and withstand green processes and product innovation based on our research findings. Furthermore, 
out research suggests that authorities, corporate executives, and managers will see green innovation as a 
competitive opportunity and use it to fulfill environmental management targets. 
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Limitations and Recommendations 

The research has some limitations, and they are addressed along with guidance for future studies. First, we 
conducted this research in Ghana's small and medium-sized manufacturing enterprises, restricting our study's 
generalization to non-small and medium-sized manufacturing enterprises. Subsequent research can resolve the 
limitations identified by replicating similar research in other geographical locations globally to generalize the 
analysis. Variables used in this study work with a broader sample size can also be retested for further research 
so that the findings are applied to larger populations. 


Abbreviations: Environmental Performance (EMP), Green Recruitment and Selection (GRS), Green Training 
and Development (GTD), Green Compensation (GC), Green Innovation (GI), Green Human Resource 
Management (GHRM), Human Resource Management (HRM), Human Resource (HR), Human Capital (HC), 
Root Mean Squared Error (RMSE), Linear Model (LM), Partial Mediation (PM), Heterotrait-Monotrait 
(HTMT), Average Variance Extracted (AVE), Variance Inflation Factor (VIF), Partial Least Squares (PLS), 
Structural Equation Modelling (SEM), Common Method Bias (CMB). 
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